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FOREWORD 





How much use has been made of the compulsory patent licensing 
provisions in the antitrust decrees which were entered during the years 
1941-57? This is a question that the Senate Judiciary Subcom- 
mittee on Patents, Trademarks and Copyrights set out to answer in 
an investigation carried on with the cooperation of the Antitrust Divi- 
sion of the Department of Justice. The results of the study are set 
forth in this report. 

The investigation, begun by Marcus A. Hollabaugh, former Chief 
Counsel of the Subcommittee, was concluded under the supervision of 
Robert L. Wright, the present Chief Counsel. Although the finished 
report is based largely on the work of Mr. Hollabaugh and his associ- 
ate, Ephraim Jacobs, the present subcommittee staff participated in 
and accepts the responsibility for the conclusions expressed. Prior 
to its publication the report was submitted to both the Antitrust 
Division of the Justice Department and to the Patent Office, where 
helpful comments were received from Robert C. Watson, Commis- 
sioner of Patents, and Mr. William Kilgore, Chief of the Judgment and 
Judgment Enforcement section of the Antitrust Division. 

This report represents the first publication of the efforts which have 
been made by the Patents Subcommittee and the Antitrust Division to 
determine what the practical effects of these antitrust decrees have 
been. It lists in the appendix all of the decrees which were the subject 
of the study, together with the kind of patent provisions contained 
in each. 

In addition to a survey of the extent to which patent licenses were 
actually sought and granted under these compulsory licensing provi- 
sions, the report contains an account of all the judicial proceedings 
which have been brought to determine royalty rates. This resume 
should be extremely helpful to all persons interested in the adminis- 
trative problems which arise when compulsory patent licensing is 
judicially decreed. The report includes a series of concrete recom- 
mendations and suggestions for improvements in the procedures by 
which antitrust decrees with patent provisions are negotiated and 
enforced. It notes that substantially all of the decrees in which no 
licensing actually occurred as a result of the decree provisions were 
consent decrees and there was no opportunity for a judicial appraisal of 
the relationship of the patents involved to the antitrust law violations 
that the decree was supposed to remedy. The report suggests that in 
such consent decree negotiations the Department may have been rely- 
ing upon patent licensing relief to remedy restraints on competition 
which, if a trial had occurred, might have been shown to be restraints 
more appropriately dealt with by other antitrust remedies. 

While no legislation is recommended, the report concludes that in 
any situation in which the Antitrust Division is unable to obtain 
adequate relief against an industrial monopoly, the Department of 
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IV FOREWORD 


Justice would be well advised to lay its problem before the Congress. 
Thus consideration could be given to appropriate legislative relief 
before the Department grants the practical immunity from more 
drastic relief that generally results from the entry of a consent decree 
granting inadequate relief. 
JosEpH C. O’MAHONEY, 
Chairman, Subcommittee on 
Patents, Trademarks, and Copyrights, 
Committee on the Judiciary, U.S. Senate. 


Fesruary 19, 1960. 
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COMPULSORY PATENT LICENSING UNDER 
ANTITRUST JUDGMENTS 


I. INTRODUCTION 


During the period from August 1941 to January 9, 1959, there were 
107 judgments (13 entered in litigated cases and 94 by consent) filed in 
civil antitrust cases brought by the U.S. Government, in which so- 
called “patent relief” was obtained against alleged antitrust violators. 
Generally this relief has been in the form of a requirement that the 
defetulaist license, on a reasonable royalty basis, its existing and future 
patents (those acquired within a specified time after the entry of the 
judgment) in the field of the alleged violation. In a relatively few 
instances, but involving two notable judgments—Western Electric ' 
and R.C.A.*—the defendants have been compelled to license certain 
of their patents on a royalty-free basis. In a handful of cases, the 
judgments required the “dedication” of specified patents which had 
been misused in the antitrust violation? And in a few other cases 
there have been limited injunctions against the enforcement of misused 
patents.* 

The compulsory licensing requirement has become one of the most 
common forms of relief in antitrust cases. In an address before the 
Section on Antitrust Law of the American Bar Association, the Chief 


of the Judgments and Judgment Enforcement Section of the Antitrust 
Division stated: 


The ordinary type of relief in cases of patent misuse is in 
most instances the imposition of a duty upon the potent so to 


license his patents in the field of the antitrust violation 
the majority of cases the patentee is allowed to charge ‘aia 
receive reasonable royalty.® 


The Justice Department has adhered during the past 15 years to a 
policy of insisting upon compulsory licensing relief where patents 
have been involved in the alleged antitrust law violation, or where it 
regards this kind of relief as necessary to the restoration of a competi- 
tive situation. 

This study was undertaken to determine how effective compulsory 
licensing in antitrust judgments has been “in opening industry to 
competition, and what practical problems have arisen in the admin- 
istration of such compulsory licensing.’”* 


1 United States v. W. ae aaeets Co., Inc., and American Tel. & Tel. Co., (Civ. 17-49, D.N.J.), consent 
judgment entered Jan. 24 


2? United States v. Radio arteries of America (Civ. 97-38, 8.D.N.Y.), consent judgment entered Oct. 


28, 1958. 
- — trial, Judge Forman entered a judgment in United States v. General Electric Company, et al. = 
upp. 753, D.N.J. 1949, 115 F. Supp. 835, D.N.J. 1953), requiring dedication of certain patents in t 
ie escent lamp field. 
* See for example, United States v. The National Cash Register Co., et es (S.D. Ohio), judgment entered 
Jan. 8, b. Calif). the judgment entered Apr. 11, 1946 in United States v Western Precipitation Corp., et al. 


(s. D. 
“ the Antitrust Section of the American Bar Association, ane} .e 1954; p. 115. 
‘ 5 Noor Rept. 1 ‘*Review of the American Patent System,” 84th Cong., 2d 
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As pointed out in our study No. 19 by Dr. Fredrik Neumeyer, 
“Compulsory Licensing of Patents Under Some Non-American 
Systems,” no appreciable compulsory licensing of patents has actually 
occurred in this country except as such licensing has been required in 
antitrust suits brought by the Government. The practical results 
of these antitrust decrees are, therefore, of great interest to persons 
primarily concerned with patents as well as to those concerned with 
antitrust law enforcement. This is the first publication resulting from 
studies made by the antitrust division and this subcommittee to de- 
termine the results of the compulsory licensing provisions of these 
decrees taken as a group. 

An appraisal of the competitive effects of specific decrees selected 
from this group has been made by the George WashingtonUniversity 
Patent Foundation, in a research project headed by George Frost 
and Prof. S. Chesterfield Oppenheim.’ They have undertaken to 
answer the broad question of whether competitive developments in 
the affected industries would have been significantly different, absent 
these decrees. This subcommittee, however, has made no attempt to 
assemble the very exhaustive economic data that would be necessary 
for such a comprehensive judgment, which also involves speculative 
economic and sechalitegion! assumptions. 

The questionnaires which form the basis of the subecommittee’s 
study were designed primarily to elicit the facts which would show 
what, if any, action was taken pursuant to the compulsory licensing 
provisions of the antitrust decrees entered prior to June 1, 1957. No 
selection was made among the antitrust decrees available for study, 
and questionnaires were sent to all of the defendants who were then 
subject to a compulsory patent licensing decree. Complete replies 
were received from the defendants in 81 of these cases. The main 
aim of this study has been to answer the following factual questions 
with respect to these 81 cases. 

(1) To what extent were the compulsory licensing provisions ac- 
tually used? 

(2) Did those who availed themselves of these provisions obtain 
any substantial benefit from them? 

(3) What were the practical problems encountered in enforcing and 
complying with these provisions? 

The answers to these questions have raised other broader questions 
of antitrust enforcement policy which may be summarized as follows: 

(a) Are compulsory licensing decrees negotiated by consent before 
trial relatively ineffective as compared with litigated decrees? 

(6) Has compulsory licensing relief with respect to unimportant 
patents sometimes been made to substitute for other more effective 
nonpatent relief? 

(ec) Has compulsory licensing relief been used where an injunction 
against enforcement of patent rights would have been more appro- 
priate? 

(d) Is compulsory licensing, accompanied by a grant-back require- 
ment, effective antitrust relief in any case where the defendant domi- 
nates an industry’s technology? 

(e) Are the problems presented to the district courts in exercising 
detailed supervision of compulsory licensing relief insurmountable? 


7 For a brief history of the judicial development of patent antitrust relief see their account Toft 
Patent, Trademark, and Copyright Journal of Research and Education, No. 1, pp. 130-138 in vol. I of the 
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These policy questions are raised rather than answered here because 
any answer must depend for its validity upon further facts which are 
beyond the scope of this study. 

In collecting the data for this study, the subcommittee corresponded 
with licensees and potential licensees as well as with defendants. 
Comments were solicited with respect to the quality of the patents 
licensed under these decrees, the importance to the licensees of the 
licensed patents and problems which have arisen in administration. 

The subcommittee hopes that this study will provide a foundation of 
empirical data on which future investigations may build in evaluating 
this form of antitrust relief. However, it has been possible, based on 
available facts and the comments received from defendant-licensors, 
licensees, and potential licensees, to draw some conclusions and to 
formulate some suggestions which the Congress and the Department of 
Justice may wish to consider now. 


Il. THE NATURE AND PURPOSE OF PATENT RELIEF IN ANTITRUST 
JUDGMENTS 


The Antitrust Division of the Department of Justice has the 
primary responsibility of enforcing the Sherman Act which, together 
with the Clayton Act, constitutes the basic congressional expression 
of the national policy that the competitive free enterprise system 
shall prevail in our economy. The Sherman Act contemplates that 
both civil and criminal proceedings shall be instituted. The criminal 
proceeding, usually begun by the return of an indictment, is for the 
purpose of deterring violations and punishing the wrongdoer. The 
civil proceeding is for the purpose of eradicating or dissipating the 
Peon: of a violation and preventing a continuation or revival in the 
uture. 

A judgment, following a trial or upon consent of the parties, is 
entered specifying the acts which the defendants are prohibited from 
doing and those which the defendants are required to do. A failure 
to conform to the provisions of the judgment subjects the defendants 
to punishment for contempt of court. 

Patents, like any other form of property, have been and may be 
used in violation of the antitrust laws. Where so used, they may be 
the subject of antitrust judgment provisions intended to restore com- 
petition and cure the effects of the unlawful conduct. Those judg- 
ments which provide for compulsory licensing or dedication are usually 
designed to give others an opportunity to use the patents held by the 
defendant-licensor. Having bean granted access to the patented art 
it is assumed that the licensee or beneficiary of the judgment will 
stimulate competition by the production and sale of the product 
involved. 

The report of the Attorney General’s National Committee To Study 
the Antitrust Laws states (p. 255) : 


The Supreme Court has held compulsory licensing at rea- 
sonable rates to be within the range of remedies available 
where necessary to correct past and prevent future violations. 
By compulsory licensing, the exclusive nature of the patent 
grant is destroyed—at least until competitive conditions are 
restored. The result is “a most serious inroad on patent 
rights.”” Beyond this erosion, the Court has also recognized 

52186—60——2 
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the real ‘difficulty of computing a reasonable royalty.”’ 
Nonetheless, it is settled that where necessary to restore effec- 
tive competition, compulsory licensing at reasonable rates 
can be decreed. 

This committee recognizes the problems and administra- 
tive difficulties inherent in compulsory licensing at reasonable 
rates. Yet we believe such remedy is within the Sherman 
Act’s broad power to “prevent and restrain” violations of 
that law. Where patents have been used to thwart compe- 
titive conditions, compulsory licensing should be employed 
in accord with relevant standards for use of divestiture. 


Compulsory licensing is appropriate regardless of whether the 
patents have been used to impose illegal restraints upon domestic or 
foreign commerce. Judge Ryan, in dealing with the extension of this 
form of relief to restraints upon international trade, said in the J.C_I. 
decision :* 


We do not accept as correct the proposition that compul- 
sory license of U.S. patents is appropriate only in those 
instances where required to remove specific restraints upon 
the manufacture and sale of specified products in the United 
States caused by the unlawful use of patents to suppress 
domestic competition. To do so would be to make nugatory 
the dual aspects of our antitrust laws, which make unlawful 
restraints placed upon our foreign trade as well as our domes- 
tic commerce. It is true that m most cases in which com- 
pulsory licensing has been decreed, it has been found that the 
patents have been unlawfully used to suppress domestic 
competition. Not many actions have been instituted to 
suppress restraints upon our foreign trade, resulting from 
agreement among international industrialists to which 
Americans have made themselves parties. We have had few 
suits which have presented a situation similar to that revealed 
here, and which call for remedies we now find necessary. 


“Compulsory royalty-free licensing’ bars the patentee not only 
from asserting the exclusive nature of his grant but also from collect- 
ing royalties. He retains title to the patent and conceivably de- 
pending upon his ability at some future time to show that com- 
petitive conditions have been restored, he may again be allowed to 
collect royalties. Dedication, in contrast, makes all patent rights 
immediately available to the public. There is considerable contro- 
versy, both as to the advisability and as to the constitutional justifica- 
tion for royalty-free licensing and dedication. Nevertheless, both 
forms of relief have been embodied in antitrust judgments. 


Ill. THE PRODUCTS AND INDUSTRIES AFFECTED AND THE PATENTS 


AND KNOW-HOW MADE AVAILABLE FOR LICENSING UNDER THESE 
JUDGMENTS 


As a first step in the making of this study, the subcommittee and 
the Department of Justice compiled a list of the judgments containing 


“patent relief.” This list, the first one of its kind ever published, is 
8 United States vy. Imperial Chemical Industries, Ltd., et al. (S.D.N.Y., 1952), “ , ” 
F. Supp. 215 at p. 221. ( 2), “Opinion on Remedies,”’ 105 


* See, for example, the ‘‘majority” and “minority” views in the ‘‘Report of the At ’ ’s 
National Committee to Study the Antitrust Laws” (pp. 256-259). ” eee 





i 
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printed herein as an appendix and shows the fields covered by the 
patents which have been made available for licensing under such 
judgments. 

These judgments, the first of which was entered in August 1941, 
involved a total of over 300 defendants ranging from some of the 
largest corporations in the United States such as General Electric, 
International Business Machines, Du Pont, and RCA, down to 
relatively small concerns. 

Since certain of these judgments require licensing of future acquired 
patents,’? and since no one can accurately predict the number of 
patents subject to these judgments which will be issued by the Patent 
Office, it is impossible to determine the number of patents which have 
been or will be subject to licensing or other forms of relief under these 
judgments. Based upon the best estimates, it would appear that the 
total number of issued patents directly affected may be between 
40,000 and 50,000. In recent years the number of unexpired patents 
existing at any given time has exceeded 600,000." 

There are definite signs that the antitrust enforcement program 
may also have had an indirect effect on the licensing of patents gen- 
erally. Judging from the number of patents voluntarily being offered 
for licensing, it would appear that the antitrust enforcement program 
has resulted in several companies adopting a more liberal licensing 
policy than was the case prior to the initiation of the program. Con- 
sequently, it is safe to say that aside from any other results, antitrust 
enforcement has had a far-reaching impact upon the licensing of 
patents generally. 

A mere listing of some of the products directly affected by these 
judgments will indicate their importance and the broad range of 
patents involved. They include milling machines (spindle and tool), 
petroleum and petroleum products, magnesium and magnesium 
products, incandescent and fluorescent lamps and machinery, air- 
conditioning equipment, titanium pigments, chemicals and pharma- 
ceutical products, aircraft and marine instruments, flat and safety 
glass, cash registers and other registering devices, fire alarm systems, 
stainless steel, ophthalmic goods, chemical products, barbasco root 
and synthetic steroid hormones, and radio aad television equipment. 


IV. THE EFFECTIVENESS OF COMPULSORY LICENSING PROVISIONS IN 
ANTITRUST JUDGMENTS 


The subcommittee’s survey reflected mixed results concerning the 
importance and effectiveness of compulsory licensing provisions. In 
some cases compulsory licensing has proved beneficial to licensees, 
particularly small business, and thus stimulated competition, while in 
others it has resulted in no discernible benefits. The number of 
licenses issued under a particular judgment ranges from zero to over 
300. In those cases where licenses have been issued, licensees have 
reported varying degrees of success in their utilization of the licensed 
patents. In some cases they have stated that the patents have not 
contributed significantly to their operations. In others, however, 
licensees have indicated that the licensed patents have been very 

10 See the Western Electric judgment of Jan. 24, 1956, in which all patents of the defendants, both present 
and future, are made subject to compulsory license to all domestic applicants, with no limit as to time or the 


use to which they may be put. 
1! See vol. 738, Official Gazette of the U.S. Patent Office, No. 1, January 1959, 
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important to them, and have enabled them to make a product or 
expand into a field that otherwise might have been closed to them. 

The survey disclosed that among the companies which have bene- 
fited from compulsory licensing are a large number that might be 
classified as “‘small business,’’ whose own research facilities are limited 
by comparison with those of large antitrust defendants. This com- 
ment is particularly applicable in those situations where utilization 
of the licensed patents did not require large capital expenditures. 

There are discussed below, first, illustrative cases in which com- 
pulsory licensing decrees have been effective; and, second, cases in 
which such compulsory licensing requirements have had no discernible 
effects, since little if any interest has been displayed in the patents 
available for licensing. Finally, a few cases are discussed where there 
was licensing activity under a judgment which apparently would have 
occurred without the judgment. 


A. Examples of cases in which compulsory licensing decrees have been 


effective 
- ees er v. Phillips Screw Co., Civil No. 47—C-147, 


This action was filed in January 1947 and alleged price fixing, 
patent pooling, and territorial agreements with respect to cross- 
recessed head screws and screwdrivers. A consent judgment was 
entered on March 28, 1949, which among other things required the 
licensing of patents on a reasonable royalty basis and the Tneuilince 
of technical information to licensees under the patents. 

Prior to the entry of the consent judgment there were 39 licensees 
under the screw patents and 10 oe under the screwdriver 
patents. By August 15, 1958, the numbers of screw licensees had 
increased to 133, more than three times the predecree number, and 
the number of screwdriver licensees had increased to 21, more than 
double the predecree number. The rates of royalties with respect to 
screwdrivers were reduced on March 28, 1949, and with respect to 
screws on July 1, 1949. 

A number of licensees attributed substantial business advantages 
to the licenses and technical information obtained under the patents 
RnR by the decree. The following comments from licensees are 
typical: 

(a) “While there is no way of measuring the cash value of our 
production under the license, we do know that it has been of consider- 
able value to us. lt has enabled us to secure other desirable business 
which we could not have had without the license.” 

(6) “It is the undersigned’s belief that we would have made some 
expansion in our facilities and plant; however, it is an undeniable 
fact thet our ability to produce Phillips screws has made our expan- 
sion, sales, etc., more rapid.” 

(c) “However, we can say that the Phillips screw product has 
contributed to the growth of our company and has enabled us to 
strengthen our position in small screw production.” 

(d) “Our opinion is that the manufacture of Phillips products has 
contributed very materially to our growth in the past 10 years. It 
is quite certain that without this product, we could not have hoped 
to increase our sales and production nearly as much.” 

(e) ‘We believe that increases would have been made in manu- 
facture of products, employment, and investment whether or not we 








PATENT LICENSING UNDER ANTITRUST JUDGMENTS 7 


had a license. However, there is no question in our minds that having 
a license accelerated the increase.” 

(f) We have spent on new machinery from 1950 to 1955, inclusive, 
$251,155.31. Probably 50 percent of this amount was purchased 
to aid in the manufacture of Phillips head screws. * * * These 
increases would not have been made except for the license.” 


2. United States v. Eastman Kodak Co., Civil Action No. 6450, 
W.D.N.Y. 

On December 21, 1954, a case was instituted against Eastman 
Kodak alleging violations of the Sherman Act. According to the 
complaint, Eastman had achieved and maintained a monopoly of the 
amateur color film processing field through distribution practices by 
which it controlled prices and conditions of film sales to prevent 
competing photo finishers from entering this market. The complaint 
alleged that Eastman sold Kodachrome and Kodacolor film on the 
understanding that it obtain all of the processing business in connec- 
tion with such film and that it esnliiand film at prices which included 
charges for the subsequent processing of the film by Eastman. It was 
alleged that these practices foreclosed competitors from processing 
such film. On the same day the complaint was filed a consent judg- 
ment was entered which among other things required Eastman to 
grant reasonable royalty licenses under applicable patents; to make 
available manuals describing its commercial color film processing 
technology; and to lend technical assistance in connection with apply- 
ing the methods described in the manuals. 

astman has advised that the procedures with respect to the grant- 
ing of licenses under the decree have been quite routine and simple and 
that there have been no refusals of requests for licenses nor an 
negotiations as to the terms of the licenses which have been granted. 
Eastman prepared simple license forms which did not provide for 
continuing royalties or royalty reports, as a nominal sum of $100 was 
fixed as the paid-up royalty for each license granted under the decree. 
When an inquiry is received concerning the availability of a license 
under the decree, Eastman immediately sends forms of its license 
agreement. In no case have there been negotiations looking toward 
the execution of the license which did not result in the actual issuance 
of a license. Some prospective licensees to whom the license forms 
were forwarded did not thereafter respond. Eastman assumes that 
these prospective licensees were not interested as licenses would have 
been granted had they followed up. 

As of the middle of August 1958, less than 3 years after the entry 
of the decree, Eastman had granted approximately 43 licenses to 
processors who may be classed as small businessmen. While it is still 
too early to assess finally the results of the compulsory licensin 
features of this decree, it would appear that these licenses have creat 
some competition in a field which, according to the complaint, was 
securely in the hands of one company. Former Assistant Attorney 
General Victor R. Hansen, testifying on October 21, 1957, before the 
Antitrust Subcommittee of the House Committee on the Judiciary, 
stated (p. 24): 


Eighteen months after the judgment, eight companies had 
made investments of over $100,000. Of these, 1 had 
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invested $650,000 and two firms had invested more than 
$1 million. In addition, innumerable small businessmen 
were expected to seek local finishing business. 

3. United States v. Merck & Co., Civil No. 3159, D.N.J. 

On October 28, 1943, a complaint was filed against Merck & Co.., 
Ine., and others, charging a conspiracy to restrain trade in chemical 
and pharmaceutical products by entering into an agreement with a 
German company which provided for a division of world territory 
into noncompetitive areas. A consent decree was entered in the case 
in October 1945, which, among other things, required Merck to issue 
licenses under certain patents on a royalty-free basis. 

Licenses have been issued under this judgment to 10 applicants. 
Some of these were large companies who advised that the rights which 
they received under the license were not very important insofar as the 
operations of the particular companies were concerned. However, in 
responding to a request concerning the importance of the licensed 
patents to it, one of the smaller licensees advised: 


The royalty-free license granted to us by Merck & Co., 
Inc., has been extremely important to us. It has enabled 
us to experiment and to clinically test a new product without 
fear ot infringement upon the Merck patent. 

We have, through this knowledge gained, managed to 
improve our formulation. Through this we have been able 
to employ the facilities of other small companies to aid in 
development and manufacture. 

* * * * * 


Unfortunately, we have been a very small company and 
have had to work very slowly in our development. * * * 
However, through being able to freely operate with Merck 
rights we have enhanced our possibilities to be able to com- 
pete in the commercial products field. The results of gain- 
ing these rights and the ability to “‘put it over’’ still remain 
to be seen. 


4. ei States v. Technicolor, Inc., Civil No. 7507—-M, S.D. 
Calif.” 

A case was filed in August 1947 alleging conspiracy to restrain trade 
and to monopolize the business of professional color cinematography. 
In November 1948, a consent judgment was entered against Eastman 
Kodak Co. and in February 1950, a consent judgment was entered 
against Technicolor, Inc., and Technicolor Motion Picture Corp. 

The consent judgment against Eastman Kodak required Eastman 
to license certain patents on a royalty-free basis and others on a 
reasonable royalty basis. As of the middle of August 1958, Eastman 
had granted approximately 15 licenses under the decree, all of them 
of the royalty-free variety. One licensee in commenting on its 
license from Eastman stated as follows: 


We were issued a license by Eastman Kodak Co. on April 
27, 1949, to process color motion picture film. Not long 
after the issuance of this license, we began processing color 
motion picture film, and are still processing. 
12 This is one of the decrees included in the Frost-Oppenheim research project and a discussion of its com- 


ee effects appears in the Patent, Trademark, and Copyright Journal of Research and Education, vol. 
» No. 3. 
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Our arrangement with Eastman Kodak Co. has been en- 
tirely satisfactory from our standpoint, and we have no sug- 
gestions for improvement in our relationship with them. 

* * K * * 


The Eastman Kodak Co. maintains processing labora- 
tories in several large cities, but do not have one near Kansas 
City, Mo. Without the license, which led to the establish- 
ment of our own laboratory for processing color film, it 
would have been necessary for us to send all film printed to 
the nearest Eastman laboratory, Chicago, Ill. Although it 
is very doubtful that we could have built our volume of mo- 
tion picture printing up to the point where it now is, with- 
out the license to process color film, we cannot say that it 
would have been impossible for us to do so. : 

* * * * * 


Our employment of labor in our manufacturing process 
has increased substantially since we received the license, but 
we actually employ only 15 people in the processing labor- 
atory. The employment of these people can definitely be 
attributed to the license. 

In reply to your question about the investment of our 
company in plant and equipment as a result of the license. 
Here again we have a difficult question to answer, since we 
would have undoubtedly needed much of the equipment we 
have purchased after receiving the license, whether or not 
the license had been granted. We can definitely say that 
approximately $100,000 has been invested in equipment used 
for the purpose of processing motion picture film under the 
license we were granted. 

We feel confident that our sale of products would have 
increased through the years without the license, but we are 
certain that this increase has been much more substantial 
than it would have been, if we had not been granted a license 
to process color film. Without that license, we would not 
have made an investment in the purchase of equipment, nor 
be employing the additional people that we now employ for 
the purpose of processing color film. 

We are hesitant to place any estimate on the value of the 
license to us. The value to us comes primarily from the time 
we save by processing color film here in our own laboratory, 
rather than ship it to Chicago and back. The establishment 
of our own color processing laboratory has improved our 
competitive position in this way. We can give equally as 
quick service as other laboratories located in cities where 
an Eastman laboratory is operated. 


5. United States v. General Cable Corp., et al., Civil No. 40-76, 
S.D.N.-Y. 


This case charged four defendants, including the General Electric 
Co., with participation in a Sherman Act conspiracy relating to high 
tension cable and accessories through price fixing, patent pooling, 
cartel arrangements, and buying up all patent rights relating to fluid- 
filled cable for their own use and to the exclusion of all others. A con- 
sent judgment was entered in August 1948 which required defendants, 
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among other things, to make available to any applicant on a non- 
discriminatory royalty basis the patents in the pool, as well as future 
patents obtained or applied for during 5 years following the date of 
entry of the judgment. 

The survey disclosed that four licenses have been issued under the 
judgment to companies who were not defendants in the suit. Of these 
four licensees, two have indicated that the licensed patents were val- 
uable in their operations. One licensee wrote as follows: 


It is true that on October 1, 1952, this company executed 
a license agreement with the General Electric Co. covering 
patents in the fluid-filled cable field. 

Before proceeding too far, it should be pointed out that 
this company is engaged in the manufacture of underground 
cable accessories and various other devices used in the dis- 
tribution of electric power, but never has and does not con- 
template going into the production of electric cable of any 
description. 

The procurement of the subject licensing agreement was 
of considerable benefit to this company, by virtue of the 
fact that it made available a shortcut into the high voltage 
cable-joint field, one that we knew we must ultimately 
enter, by the tendering of previously established designs 
and working drawings. 

We have no way of determining the exact value of the 
patents themselves, inasmuch as said acquisition of estab- 
lished designs eliminated the necessity of arriving at designs 
of our own from the ground up. However, had this been 
necessary, it is obvious that access to the General Electric 
patents would have simplified the undertaking considerably 
in that it would have eliminated any question of possible 
patent infringement in the process. 


A second licensee wrote: 


On October 1, 1949, we executed a license agreement with 
the General Electric Co. covering patents in the gas filled 
cable field. We received notice from the General Electric 
Co. on December 27, 1956, that effective December 21, 
1955, “that there are no further royalties payable by 
(Anaconda) under the license. * * *” 

In answer to your specific questions, we wish to advise 
that this license arrangement enabled Anaconda to enter 
the gas filled cable field and to manufacture products which 
were not previously manufactured by this company. Obvi- 
ously, this has contributed to our competitive position. 


6. United States v. LineMaterial Co., Civil No. 1696, E. D. Wis. 


The complaint filed herein alleged that 12 corporations had conspired 
to fix, maintain, and control prices on the sale of dropout fuse cutouts. 
The alleged illegal activities include agreements concerning the licens- 
ing of patents. The final judgment was entered on October 4, 1948, 
and was amended in minor respects on October 19, 1948. The judg- 
ment required defendants Line Material Co. and Southern States 
Equipment Corp. and successors and assigns to grant reasonable 
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royalty liceuses under specified patents. The judgment also directed 
that each license should provide that the licensee shall immediately 
have the benefit of any more favorable terms granted to any other 
licensee. 

During 1949 one of the defendant companies was negotiating a 
license agreement with the Joslyn Manufacturing and Supply . 
The royalty rate finally settled upon was 1% percent which was lower 
than the royalty rate being paid by two other licensees; W. M. 
Matthews Corp. had been paying 214 percent and Hubbard & Co. was 
paying 334 percent. After the agreement with Joslyn was signed the 
defendant company reduced the rate of royalty for Matthews and 
Hubbard to 1% percent. McGraw-Edison Co. (a successor company 
to defendant Line Material) was asked to advise whether the reduc- 
tion in the royalty rate for Matthews and Hubbard was attributable 
in whole or in part to the final judgment in this case. In response 
thereto, McGraw-Edison advised as follows: 


. Please be advised that the reduction in royalty where it is 
applicable to Matthews and Hubbard was generally attribu- 
table to the entire decree in the above entitled case; however, 
we wish to advise you that we have never had a written re- 
quest or any other such request under the provisions of article 
V, section EK of said final judgment. The reduction of royalty 
rates for Matthews and Hubbard was a voluntary act on our 
part (which was concurred in by Matthews and Hubbard). 
It certainly might be said, however, that we did believe at the 
time that Matthews and Hubbard might very well be entitled 
to such a reduction in royalty providing they took the nec- 
essary steps under the decree and further, acted within the 
framework of their license agreement. 

In other words, we saved the Government, Matthews- 
Hubbard and ourselves additional time and expense by re- 
ducing the royalty rate to 1% percent. 


7. United States v. Besser Manufacturing Co., et al.,° Civil No. 
8144, E.D. Mich. 

In this case, the Government’s victory in the district court was 
affirmed by the Supreme Court. The Court found that the defendants 
had combined and conspired to restrain and monopolize trade and 
commerce in concrete-block-making machines, and that certain of the 
defendants had attempted to monopolize and did monopolize such 
trade and commerce. The final judgment contained a provision 
requiring the licensing of patents. 

wo licensees have acknowledged the importance to them of the 
patents made available under the decree. One stated: 


The cash value of our production of products under the 
license agreement has averaged $450,000 annually. Prior 
to the license agreement, we were unable to produce a 
similar product. 


18 George Frost, the author of this subcommittee’s study No. 2 entitled ‘‘The Patent System and the 


Modern Economy (1956)’’ has coauthored ‘“The Concrete Block Making Machine Industry (Project 4a, 
‘Effects of Certain Antitrust Decrees Involving Patents as a Major Factor’)” which appears in vol. 2, the 
Patent, Trademark, and Copyright Journal of Research and Education of the George Washington Uni- 
versity (March 1958). This article gives a detailed account of the competitive effects of this judgment. 
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Our present employment is 50 percent greater than it was 
prior to operation of the license agreement. 

As a result of the license agreement, we invested $250,000 
in additional plant and equipment facilities. 

None of the increases in value of manufactured products, 
employment or investment in plant and equipment facilities 
would have been possible without the granting of the license 
agreement. 

While it would be difficult for us to estimate the value of 
the license, there can be no question but that we did benefit 
materially; and in our opinion, the entire building block 
manufacturing industry was likewise substantially benefited 
by the healthy competition made possible by the Govern- 
ment’s antitrust action. 


Another licensee advised: 


We do presently have a license to operate under certain 
Besser patents. Our arrangement with the Besser Co. 
has been satisfactory; that is, they have licensed all the 
patents we requested. 


* * * * * 


Without these licenses we would be restricted in our 
operation and would not be able to sell an entire block 
machine, no- would Bergen Machine & Tool Co. in New 
Jersey nor Truax Machine & Tool Co. on the west coast. 
This would leave the Besser Manufacturing Co. the only 
producer of a block machine of this capacity and would 


compel people to buy from Besser on Besser’s terms. 
With our innovations in the manufacturing of block 
machines and our method of operating, it is possible for us to 
deliver this machine to the blockmaking industry for 
$32,000, with many improved features, as compared to 
Besser’s price, before the suit, of $53,000. Our cost of this 
machine is approximately $22,000, which gives us ample 
profit. If we had to manufacture our own equipment in a 
lant of our own, it would have been necessary to manu- 
acture about $250,000 worth of equipment to date. 


8. United States v. Imperial Chemical Industries Ltd., Civil No. 
24-13, S.D. N.Y. 

This case charged that Imperial Chemical Industries Ltd., (ICI) 
and E. I. du Pont de Nemours & Co. (du Pont) had conspired to 
violate sections 1 and 2 of the Sherman Act by monopolizing processes 
for making various chemical products. The case was tried and de- 
cided in the Government’s favor (100 F. Supp. 504) and a compulsory 
licensing decree was entered on July 30, 1952 (105 F. Supp. 215). 
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As of December 1, 1955 du Pont had issued 113 patent licenses 
to 110 licensees under the judgment, and as of March 1956 ICI had 
issued 11. While the data originally obtained from du Pont did not. 
break down the licenses aba by it between fields, 9 of the 11 ICI 
licenses were for a patent in the polythene field and the judgment 
appears to have made it possible for a substantial number of com- 
panies to enter this field. There appears to be substantially more 
competition in the manufacture At sales of polythene products 
than there was before the judgment was entered. 

During the period December 1, 1955, to June 1, 1959, du Pont 
issued 151 additional licenses and the total number issued by du 
Pont as of June 1, 1959, was, therefore, 264. According to the latest 
information supplied by du Pont, these licenses fall into the following 
categories: 


Inorganic chemicals 

Textile fibers and yarns 

Synthetic resins and plastics, excluding nylon and polyethylene 
Polyethylene 

Miscellaneous 


Total licenses as of June 1, 1959 
(Letter from Spencer Brownell, Jr., manager patent division, dated Aug. 12, 1959.) 


B. Cases in which compulsory licensing judgments have not resulted in the 


issuance of any licenses 


Despite the favorable reactions received in some cases, as indicated 
above, the subcommittee’s survey disclosed that in many cases only a 
few licenses have been issued under the judgments, and in a large 
number of cases no licenses at all were issued. In the former group. 
for example, patents available for licensing related to tin cans, matches. 
daylight fluorescent garments and titanium pigments. Far greater 
in number are those cases in which no licenses have been issued. 
Of the 81 cases surveyed, there were no licenses issued in 31 which 
required patents to be licensed for reasonable royalties. These cases 
are listed below, with the additional comment that in most of them 
not a single written inquiry concerning a license was received by the 
defendant from a prospective licensee.* 

4 It is possible, of course, that inquiries have been received or licenses issued in some of these cases since 


the subcommittee obtained its information. It is also possible that some potential licensees may have 
chosen to risk an infringement suit rather than take out a license, 
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Defendant named first in 
caption 


Allegheny 

American Air Filter Co., Inc... 
Austenal Laboratories, Inc 
Bendix Aviation Corp 


The Cincinnati Milling Ma- 
chine Co. 

Crown Zeilerbach Corp- .....-- 

Electric Storage Battery Co._..| ! 

Food Machinery & Chemical 


orp. 

Gamewell Co 

General Instrument Corp 

General Railway Signal Co....| M 
General Shoe Cor 

Hunter-Douglas 


peperatienel Cigar Machinery 


0. 

Kelsey-Hayes Wheel Co 
Liquid Carbonic Corp 
Liquidometer Corp 
Mager & Gougelman, Inc 
Michigan Tool Co 
Owens-Illinois Glass Co 
Parke, Davis & Co 


Patent Button Co. 
Pittsburgh Crushed Steel Co-___| } 
ee Fulton Controls 

0. 
Scophony Corp. of America... 
Seovill Manufacturing Co 


Universal Button Fastening & 
Button Co. 
White Cap Co 


Consent or 
litigated 
judgment 


Vitallium dentures and alloys- 
Aircraft accessories and in- 
struments. 


Paper towel cabinets 
Electric storage batteries 
Peach pitting machinery 


Fire alarm eat 
Variable condensers. 
1-crossing signals 


oes 
Aluminum slats for venetian 
Ss. 
Cigarmaking machinery 


Plastic eyes 

Machine tools 

Glass containers and closures. 

Hard gelatin capsules and ma- 
chinery. 

Fastening machines. -.........- 

Metal abrasives 

Temperature controls 


Television equipment 

Button fastening machinery--- 
Gas refrigeration equipment. 
Latex thread and latex prod- 


ucts. 
Fastening machinery 


~ © ecco coos cococerso f orooso ooo Ww cowooo 


1 These decrees are more fully described in the appendix, where they are listed in chronological order, 


In addition to the 31 cases listed above, there were 6 in which there 
was licensing activity subsequent to the entry of the decrees with re- 
spect to patents covered by compulsory licensing provisions, but there 
was no indication that the decree provisions had created any new 


licenses. 


These decrees are listed below. 


Defendant named first in Caption | Date of decree 


American Steel Foundries Sept. 
American Lecithin Co 
Bendix Aviation “ 


Products involved 


30, 1955 | Side frames and bolsters. 
Feb. 17, feo Lecithin. 


Braking systems 
Platens and auxiliary equipment 
Daylight fluorescent materials and 


devices. 
Full-fashioned hosiery machinery 


In response to an inquiry from Pacific Car & Foundry Co. concerning 
the effect of the decree in the American Steel Foundries case, the patent 
counsel for one of the defendants, Symington-Gould Corp., made the 


following reply: 


The consent judgment against this and other companies 
to which you referred in your letter — the companies 
to grant to any U.S. manufacturer a royalty-free license under 
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patents which issued prior to September 30, 1955. The judg- 
ment does not apply to any patent issuing subsequent to that 
date and as to such patents, each of the companies is free to 
license or not as it chooses and on its own terms. 

Although the Government’s press release might indicate 
the contrary, the consent judgment effects no particular 
change in the licensing policies of the companies involved. 
For years, it had been the practice of each to grant licenses 
on a royalty-free or nominal-royalty basis. As you may 
know, Columbia Steel Castings Corp. on the west coast, as 
well as Ohio Steel Foundries in the East, manufactured under 
such licenses for some time before abandoning the side frame 
and bolster business as unprofitable. The main benefit of 
the consent judgment to a prospective licensee is that it pro- 
vides a simple procedure for obtaining a royalty-free license 
to make side frames and bolsters under patents of the com- 
panies involved which issued prior to September 30, 1955, 
requiring only that an applicant make written request upon 
each company in whose patents it is interested. 


In the other cases listed above it also appeared that the decrees did 
not create any substantial change in the established licensing policies 
of the defendants. 


C. Cases in which licensees thought the decrees aided the defendant 
With respect to a consent decree covering patents on grocery carts, 

U.S. v. Telescope Carts, Inc., entered on September 24, 1953, some of 

the competitors of the defendants felt that the decree merely aided 


the defendant in the collection of substantial royalties upon a patent 
of doubtful value. 

In response to a letter of March 5, 1956, from this subcommittee, 
counsel for one of the licensees, Technibilt Corp., supplied the following 
evaluation: 


This firm has represented Technibilt in all negotiations 
with Telescope Carts, Inc., and therefore we are in a slightly 
better position to answer your letter than the officers of the 
corporation. 

It is rather difficult to answer your inquiries because, 
although Technibilt is a patent licensee of Telescope Carts, 
Inc., it did not originally obtain its license under the terms of 
the antitrust decree referred to in your letter. 

Allow us to explain that Technibilt had been manufactur- 
ing and selling nesting grocery carts for years prior to the 
issuance of the patent to Telescope Carts on August 16, 1949. 
From that day forward, Technibilt continually applied to 
Telescope Carts, Inc., for a license, but it was informed that 
no further licenses could be granted because of an agreement 
between Telescope Carts and Folding Carrier Corp. Tele- 
scope Carts continually demanded that Technibilt cease its 
operations entirely or be subject to.a civil suit. for damages 
for infringing the patents. Finally on or about July 1, 1953, 
we worked out our differences and a license was granted to 
Technibilt and two or three other manufacturers of nesting 
grocery carts. 
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Subsequently on September 24, 1953, U.S. District Court 
for the Western District of Missouri, at Kansas City, entered 
a final judgment by consent of the defendants in the case of 
the United States of America v. Telescope Carts, Inc., Folding 
Carrier Corporation and Sylvan D. Goldman, No. 69386. 
Under the terms of the decree, Telescope Carts, Inc., was 
directed, among other things, to grant a license to anyone 
and everyone who made a written request therefor. The 
decree requires Telescope Carts to charge ‘‘a uniform, non- 
discriminatory, reasonable, royalty,’”’ however, under the 
present license arrangement, Technibilt is paying close to 
$100,000 in royalties. It is conservatively estimated that 
the entire industry is now paying at least one-half million 
dollars to Telescope Carts in royalties. 

It is not possible to intelligently answer your questions 
regarding production, employment of labor, plant invest- 
ment, etc., before and after the license because Technibilt 
has been manufacturing grocery carts for apprceomaley 
10 years and did not go into the business upon obtaining the 
license as did many other concerns to whom, we imagine, 
you have more specifically directed your letter. We believe 
that any increases in the manufacture of grocery carts, em- 
ployment and investment could have been made with or 
without the license. Whatever increases that have occurred 
are quite clearly due to general business conditions and not to 
the license. 

In terms of production, sales, profits, etc., the license is 
worth nothing to Technibilt. It should be understood that 
Technibilt negotiated for and obtained the license prior to 
the U.S. district court consent decree and has paid the tribute 
required under the license merely for the privilege, not of 
going into business, but of merely staying in business. 

The great increase in population of this country and the 
general business developments in the food industry coupled 
with the an in the consent decree requiring compulsory 
licensing has increased the royalty income of Telescope Carts 
far beyond anyone’s expectations. The net result is that the 
public is paying considerably more than it should and Tele- 
scope Carts is reaping an enormous harvest upon a simple 
patent which was originally held invalid for want of invention 
by the U.S. district court in Maryland.” 


Another licensee’s counsel made the following response to the sub- 
committee’s inquiry about the value of the license: 


Answering your questions in the order stated, a license was 
satisfactorily negotiated, and such license has thus far met 
with the ee of my client. 

The cash value of my client’s production of grocery carts 
has not been affected by the license. It made about as many 
carts before being licensed as it does today. The license was 
accepted in order to avoid litigation. 


18 The district court’s decision was, however, reversed upon appeal and patent was held valid on the 
retrial prior to the entry of the consent decree in the Government case (Watson v. Heil, 97 U.P.Q. 334). 
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Similarly, my client’s employment of labor in the manu- 
facture of the licensed carts was not affected; nor has the 
investment of the company been influenced by the license. 

The royalty paid for on the basis of 85 cents per cart, is 
believed to be on the high side by my client. In an average 
year the royalty payments could easily exceed $100,000. 

My client does not believe that the license had any effect 
on the manufacture of grocery carts, employment or 
investment. 

My client believes that the only value of the license to it 
is that expensive litigation is thereby avoided. Otherwise, 
the license has no value to the United Steel & Wire Co. 


Another example of a compulsory licensing decree which appeared 
to aid rather than harm the competitive position of the defendant is 
the Timken-Detroit Axle Co. judgment, entered by consent on August 
14, 1947. In September 1947 the defendant notified its existing 
licensees that their licenses had been canceled by the decree and that 
the defendant would be happy to execute new licenses upon reason- 
able, nondiscriminatory terms in accordance with the decree. One 
licensee, F. A. B. Manufacturing Co. of Oakland, Calif., had been 
operating under a royalty-free license. When this licensee failed to 
take out a new royalty bearing license the defendant threatened to sue 
for infringement. The defendant’s position was set out in the 


following letter from the head of its patent department. 
* * * As we advised you in our letter of September 12, 


1947, with a copy of the decree enclosed, there is nothing for 
us to do but demand that all infringers accept the standard 
license or be considered infringers. In addition to this 
requirement we must also report and account to the Govern- 
ment, which now owns the Automotive Engineering Co. 
patents, for royalties due to them from our former licensees. 

Your chagrin apparently is due to a lack or oversight of 
certain parts of the record. Prior to the court order your 
company was a most favored organization. Because of the 
decree we cannot in this situation grant to you preference 
over any other organization in the same circumstances with- 
out being in contempt of court. Rest assured that by the 
same token we cannot and will not be any more benevolent 
with any one of your competitors. Our actions since the 
decree have been, are and will remain governed by that 
instrument. 


This letter brought the licensee’s patent counsel into the negotia- 
tions, which according to the correspondence supplied the subcom- 
mittee, were still unresolved in 1952, when the ak of the patents 
involved expired. 

Regardless of the outcome of any of the negotiations with pre- 
existing licensees for new licenses, a decree which cancels existing 
patent licenses seems difficult to justify as antitrust relief unless it 
results in the removal of some existing restrictions on competition. 
According to the data supplied by this defendant no such result 
occurred here. 
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D. Cases where numerous post-decree licenses were issued which may 
not have resulted from the decrees 


In U.S. v. Standard Oil Co. et al., a decree was entered by consent 
on March 25, 1942, which required the licensing of process patents for 
the manufacture of rubber from petroleum, among others. There was 
a large volume of inquiries and licensing pursuant to this decree. 
However, the period involved was one in which the synthetic rubber 
industry was largely under Government direction, and it is possible 
that much of this licensing activity would have resulted in any event 
from wartime Government controls. 

The same problem exists with respect to the consent decree entered 
on April 15, 1942, against the Aluminum Co., Dow Chemical Co., 
and others with respect to magnesium patents. A great many li- 
censes pursuant to this decree were issued but it is not possible to say 
whether any were issued which would not otherwise have been issued 
pursuant to Government directives, since the magnesium industry was 
also under Government control during the Second World War. 

E. Effectiveness of consent judgments versus litigated gudgments 

It should be noted that 39 of the 40 compulsory licensing judgments 
listed above in section B were entered by consent. Of the 81 cases 
under study 12 were litigated. The result is that while 39 of the 
69 consent judgments, or 55 percent were ineffective only 1 of the 
12 litigated judgments or less than 9 percent falls in this category. 
However, in several litigated cases only a few licenses have been is- 
sued under the judgments. In United States v. United Shoe Machinery 
Corp., there were only two patent licenses as of August 1958, though 
it must be noted that the patent relief was a minor element of relief 
in that case. In United States v. American Can Co., only one license 
has been issued but this was also a case where the patent relief was 
only incidental to the main relief. 

On the other hand, there has been considerable licensing activity 
under other litigated judgments such as United States v. General 
Electric Co. (incandescent lamps); United States v. Imperial Chemical 
Industries, Ltd.; and United States v. Hartford-Empire Co. Following 
is a chronological listing of all the litigated cases that have decreed 
compulsory licensing, or dedication of patents. The dates shown 
are the dates on which the decrees werefentered. 

1. United States v. Parker Rust-Proof Co. (61 F. Supp. 805 (May 
29, 1945)): Defendant was perpetually enjoined from enforcing its 
patents, hence, no licenses were needed. 

2. United States v. National Lead Co. (332 U.S. 319 (October 11, 
1945)): Only one license issued by National Lead to a company not 
previously licensed. By the end of 1956, Du Pont had issued three 
licenses to companies not*previously licensed. 

3. United States v. Vehicular Parking, Ltd." (54 F. Supp. 828; 56 F. 
Supp. 297 (May 6, 1946)): One license was issued as the result of 
contested proceedings discussed at p. 25, infra. 

4. United States v. Hartford-Empire Co. (323 U.S. 386; 324 U.S. 570 
(May 23, 1947)): Both from the standpoint of the decisions and scope 

16 Seven of the consent judgments provided compulsory licensing only on a royalty-free basis and might 


therefore be excluded from this comparison. If they are excluded more than half of all of the compulsory 
licensing judgments produced no license. 
1? This decree is the second of those included in the Frost-Oppenheim-Twomey research project. Their 


discussion of it appears at p. 376 of the Patent, Trademark, and Copyright Journa! of Research and Educa- 
tion, vol. 2, No. 3, September 1958. 
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of the judgment, this has been a landmark case in the patent-antitrust 
field of law. Since there have been many unrestricted licenses (and 
leases) issued pursuant to this judgment, it would appear that the 
patented art has been made available to others and to that extent, 
at least, the compulsory licensing provisions have accomplished their 
purpose. However, the judgment had the further effect of changing 
the character of Hartford-Empire’s licensing. The Hartford-Empire 
Co. has supplied the subcommittee with the following comments on 
the effect of the judgment upon its operations: 


Drastic changes have occurred in the character of Hart- 
ford-Empire Co.’s business since the entry of the final 
judgment. For reasons more fully explained below, Hart- 
ford-Empire Co. has become primarily a manufacturing and 
selling company. Its licensing and leasing business has been 
largely liquidated. In 1954, income from licenses was 
exactly zero. Royalties from licenses and leases continue at 
a very depressed level, and less than 10 new licensed and 
leased machines per year are now being requested and de- 
livered. 

In general.—In accordance with the requirements of the 
judgment or orders of the Court, the company has prepared 
and obtained court approval for the forms of agreements and 
and the rates pursuant to which its glass-contained machin- 
ery patents, leased machines, and services are made available 
under the aforesaid judgment. The company further has 
printed and mailed throughout the glass-container industry 
notices of its willingness to execute agreements in the form 
and at the rates so approved. Exhibit I, item (2), attached 
hereto is a printed compilation of offers of Hartford-Empire 
Co. to license, to lease, to sell, and to furnish certain services 
and of rates approved by the court up to May 23, 1947. 
Exhibit I, item (3), attached hereto is a compilation of notices 
to the industry and the Department of Justice and filed with 
the Court after May 1947 and up to the date hereof seeking 
approval by the Court of the rates or agreement forms re- 
ferred to in the notices. 

The response of the industry to the foregoing has been as 
follows: 

Leasing.—Prior to the judgment the company had prima- 
rily licensed its patents through the leasing of patented 
machines. Under the judgment, however, as amended in 
1947, the company was required to sell such machines at 
prices and on terms and conditions prescribed by the judg- 
ment. Most manufacturers, over the years, have elected to 
purchase new machines, and have purchased most of the 
previously leased machines. See exhibit II, schedule A, 
attached hereto, which lists all licenses and leases issued 
under the judgment and indicates up to November 30, 1955, 
the sales of such leased machines. The leasing of new ma- 
chines has decreased to less than 10 per one 

Licensing —Prior to the judgment, the company had li- 
censed patents through agreements other than leases. Under 
the judgment, however, the company was required to revise 
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certain of its existing licenses and to offer additional licenses 
Many manufacturers, thereupon, elected to continue as 
licensees of the company in some form. See exhibit II, 
schedules B and C, attached hereto. 

Royalties.—The net effect of these changes which the com- 
pany was required to make—particularly on being required 
to sell rather than merely to lease patented machines—has 
been a substantial liquidation of the licensing and leasing or 
licensing business of the company, which liquidation is still 
continuing. The business of the company has become prin- 
cipally manufacturing and selling, and the income of the 
company is derived for the most part from sales. 

The continuing royalty income of the company from li- 
censes and leases remaining in force or from licenses has 
dropped from in excess of $4,500,000 in 1946 to about 
$750,000 in 1954, and is currently decreasing at the rate of 
about $125,000 per year. 

No royalties whatsoever were received from licenses in 
1954. 

This large drop in continuing royalty income, in turn, has 
necessitated a substantial curtailment in the research and 
development of the company, although the company is do- 
ing its best to continue research and development work, 
which should prove to be of value to the industry. 


5. United States v. Line Material Co. (333 U.S. 287 (Oct. 19, 1948)): 
Only one new license was issued after the judgment. Several existing 
licenses were modified. 

6. United States v. American Can Co. (87 F.Supp. 18 (June 22, 1950)): 
One license had been issued as of September 1958. 

7. United States v. U.S. Gypsum Co. (333 US. 364; 340 U.S. 76 
(May 15, 1951)): Numerous licenses were issued by one defendant to 
a codefendant. Seven licenses were issued to nondefendants. 

8. United States v. Besser Mfg. Co. (343 U.S. 444 (July 29, 1952)): 
Six licenses were issued. 

9. United States v. Imperial Chemical Industries, Ltd. (100 F. Supp. 
504; 105 F. Supp. 215 (July 30, 1952)): As early as December I, 1955, 
Du Pont had issued 113 patent licenses to 110 licensees under the judg- 
ment; and ICI as early as March 1956 had issued 11. As of June 1, 
1959, Du Pont had issued a total of 264 licenses. 

10. United States v. United Shoe Machinery Corp. (110 F. Supp. 
295; 347 U.S. 521 (Feb. 18, 1953)): Two licenses had been issued as of 
August 1958. 

11. United States v. General Instrument Corp. (87 F. Supp. 157; 
115 F. Supp. 582 (September 30, 1953)): No licenses had been exe- 
cuted as of the end of 1958, which is not surprising in view of the narrow 
scope of the unexpired patents involved. 

12. United States v. General Electric Co., et al. (mcandescent case) 
(82 F. Supp. 753 (October 8, 1953)): As of January 1956, nine licenses 
had been issued by General Electric Co. Defendants Tung-Sol, Cham- 

yion, and Miniature advised that they had received no requests for 
Eccemeat. Westinghouse, which had entered into a consent judgment 


in this case, advised that as of January 1956 it had issued eight licenses 
under its consent judgment. 
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Of the 12 litigated judgments ™ listed above, 2, American Can and 
United Shoe, as noted above, were not primarily aimed at restraints of 
trade based upon patent rights. While the other cases involved con- 
spiracies to fix prices of or to monopolize patented products, a principal 
objective of these cases was to restore conditions which would permit 
competition among the defendants themselves. This was mainly 
accomplished by the dissolution of cross-licensing arrangements and 
the number of new licenses issued has little relevance to the question 
of whether or not these decrees, taken as a whole, granted effective 
antitrust relief. But the foregoing analysis does suggest that litigated 
ee are more likely to produce significant compulsory-licensing 
results than consent judgments. 

This is hardly surprising since antitrust decrees entered after a 
trial are more likely to provide effective relief than those entered by 
consent before there is any litigation. A trial defines the trade 
restraining practices of the defendant and makes a record of the 
specific complaints which have led to the institution of the action, 
These specific complaints furnish concrete illustrations of the evils 
which the relief sought is intended to cure. The trial court’s opinion 
describes the conduct which is thought to violate the law and ordi- 
narily indicates the kind of injunction that the court believes will 
provide effective relief. Without such a judicial evaluation of an 
eae complaint the framing of effective patent relief is extremely 

ifficult. 

The commercial significance of any given patent is a matter about 
which even experts in the patent field are in frequent’disagreement. 
As the report of the Celler committee dealing with the A.T. & T. and 
pipe line consent decree has recently pointed out, the secrecy with 
which consent decree negotiations are normally conducted tends to 
prevent the Antitrust Division from obtaining needed information 
about the value of patents from nonparties to the negotiations. 

Decrees affecting patent rights are entirely dependent for their 
effectiveness as antitrust relief upon their impact upon the defendant 
and its competitors. But the typical consent decree negotiation 
excludes such competitors from any role in framing the decree. The 
result is that a defendant may offer for compulsory licensing, a sub- 
stantial group of patents with no competitive significance, and the 
Division may sometimes unwittingly accept such relief as a substitute 
for other relief which might have a more serious impact on the com- 
petitive position of the defendant. 

In some cases the competitive restraints in question may be the 
result of closely related matters, such as technical know-how, rather 
than a patent position of any kind. But the practical difficulties with 
respect to compulsory soncaler of know-how are far greater than those 
growing out of compulsory licensing of patent rights. Patent rights 
are easily identified and are at least a traditional subject of open con- 
tracts. Know-how, on the other hand, is by definition a form of 
trade secret which is not normally the subject of an open exchange 
and may exist only in the form of unwritten knowledge or practice. 
This practical difficulty may tend to produce a patent licensing decree 
where a decree involving know-how would have been more appro- 


18 United States v. Hi Co., Ine,, decided Feb. 9, 1955, by district court in the southern district of 
0, eastern itemaed Mev. 18, 1956, SF ebenisan litigated case ts. 
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riate. The data collected for this study is inadequate to form a 

asis for any judgment as to the adequacy of the know-how relief 
prantee by these decrees, if any, or the adequacy of the decrees which 
ace know-how provisions. This is a matter well worth further 
study. 

The substantial number of consent judgments where no licenses were 
even requested suggests that in some of these cases compulsory li- 
censing may not have been the relief needed to permit competition 
with the defendant. Ifa patent right has been misused a limited in- 
junction against its enforcement appears to be the normal and appro- 
priate remedy. Where substantial royalties may be collected under a 
compulsory licensing decree competition may be better promoted by 
such an injunctionjagainst enforcement. 

The fact that a consent decree negotiation may ordinarily result in 
less effective relief than might be obtained after a trial cannot justify 
substitution of compulsory licensing upon reasonable royalties for an 
injunction against enforcement of patent rights. If the antitrust vio- 
lation embraces a misuse of patents by an unlawful attempt to extend 
the patent monopoly, compulsory licensing may continue rather than 
prohibit the misuse. In short, if misapplied, compulsory licensing re- 
lief may harm rather than advance the objectives of both the patent 
laws and the antitrust laws. If compulsory licensing is accepted as 
the principal remedy granted by a decree there should be a reservation 
which permits the Government to review the competitive situation at 
a future date and reopen the decree if the compulsory licensing pro- 
visions are not found to have been effective. 


V. PRACTICAL PROBLEMS OF ADMINISTRATION 


The results of the subcommittee’s survey of the practical problems 
that have arisen in the administration of compulsory licensing have 
been grouped under the following topics: 

A. The problem of determining what is a reasonable royalty 
and the Justice Department’s attitude toward participating in 
such determination; 

B. The problem of patent applications; 

C. The problem of publicizing patents available for licensing; 

D. The problem of listing patents in a manner that will be 
meaningful to prospective applicants; and 

E. Problems of reciprocal licensing. 


A. The problem of determining what is a reasonable royalty and the 
Justice Department’s attitude toward participating in such 
determination 

Most of the judgments which require compulsory licensing will also 
rovide that the patents be hicenaed for a uniform reasonable royalty. 
he judgment generally outlines a procedure for arriving at a reason- 

able royalty in the event the defendant and prospective licensee are 
in disagreement. The following provision is typical: 


Upon receiving any application for a license in accordance 
with the provisions of this section IV, the defendant shall 
advise the applicant of the royalty it deems reasonable for 
the patent or patents to which the application pertains. If 
the parties are unable to agree upon what constitutes a 
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reasonable royalty within 60 days from the date the appli- 
cation for the license was received by the defendant, the 
applicant therefor or the defendant may, forthwith petition 
this,Court for the determination of a reasonable royalty, and 
the said defendant shall, upon receipt of notice of filing such 
petition, promptly give notice thereof to the Attorney 
General. In any such proceeding the burden of proof shall be 
upon the defendant to establish the reasonableness of the 
royalty requested by it; and the reasonable royalty rates, if 
any, determined by the Court, shall apply to the applicant 
and to all other licensees under the same patent or patents. 
Pending the completion of negotiations or of any such Court 
proceedings, the applicant shall have the right to make, use, 
and vend under the patent or patents to which its application 
pertaine, without payment of royalty or other compensation, 

ut subject to the following provisions: The defendant may 
petition the Court to fix an interim royalty rate pending final 
determination of what constitutes a reasonable royalty, if any. 
If the Court fixes such interim royalty rate, the defendant 
shall then prant, and the applicant shall accept, a license 
providing for the periodic payment of royalties at such 


interim rates from the date of the making of such application 
by the applicant. If the applicant fails to accept such 
license or fails to pay the interim royalty therein provided, 
such action shall be grounds for the denial or dismissal of his 
application. Where an interim license has been issued 
pursuant to these provisions, reasonable royalty rates, if 


any, as finally determined by the Court shall be retroactive 
for the applicant and all other licensees under the same patent 
oF PANY to the date the applicant filed his application for 
a license. 


This standard language contemplates that the applicant will first 
apply to the licensor-defendant for a license and that these two 
businessmen will, by negotiations between themselves, try to work 
out a royalty rate that is satisfactory to both. One easy means 
which a defendant-licensor might undertake to frustrate the judg- 
ment, in the absence of any further procedure, would be to demand 
such an exorbitant royalty rate as to disco e applicants seeking 
licenses. In order to prevent such frustration, the tadednate provide 
for a court hearing and a determination of the rate in the event the 
parties cannot agree. When such a hearing occurs, the Attorney 
General is to be given notice and, under the judgment, has a right to 
participate in the hearing. 

As a practical matter, the licensor and the applicant in a vast 
number of judgments have reached a royalty agreement and neither 
the Justice Department nor the courts has had any whatever in 
fixing the royalty rates. This result is consistent with the policy of 
the Justice Dagartnent which has been stated, as follows: 


It is the policy of the Department not to participate in 
such proceedings to determine reasonable royalty rates. We 
feel that such matters are properly the concern only of the 
patentee and applicant for a license so long as the applicant 
is afforded protection, by resort to the Court, against such 
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arbitrary royalties as might amount to a refusal to license. 
Aside from this basic view, reasonable royalty proceedings 
would generally require assignment of personnel which, in our 
opinion, can be more fruitfully employed on other matters.” 


f& In only six situations to date have the courts had occasion to deter- 
mine the rate of royalty.” In only three of these hearings did the 
Justice,Department,have an active role in the fixingyof such,a rate. 
The circumstances surrounding these proceedings and the Justice 
Department’s participation in them have been summarized below. 
Thus, while it might appear from a mere reading of these judgments 
that elaborate, costly, and burdensome royalty proceedings are con- 
templated in which the Department of Justice would be an active 
participant, the defendants have seldom been forced to license at rates 
fixed by the courts. 

1. United States v. Hartford Empire Co. (Civil 4426, N.D., Ohio). 
Comes under sections 1 and 2 of the Sherman Act and section 3 of 
the Clayton Act filed on December 11, 1939, in the district court 
(N.D., Ohio) against 10 corporations engaged in the manufacture of 
glassware and glass containers or controlling patents on glassmaking 
machinery, a trade association of glass manufacturers, a corporation 
which managed the affairs of the trade association, and 101 individuals. 
The complaint alleged that defendants conspired to restrain inter- 
state commerce by securing a monopoly of patents covering automatic 
glassmaking machinery; unreasonably restricted the production and 
distribution of such machinery; allocated the products to be manu- 
factured by each defendant manufacturer between container and non- 
container fields; and by their monopoly were able to maintain non- 
competitive prices. ‘Trial of the case began on March 3, 1941, and on 
August 25, 1942, the court held that defendants had violated the 
Sherman Act and section 3 of the Clayton Act, and that a receiver to 
operate Hartford-Empire pending final determination of the cause 
should be immediately appointed. Also included was a requirement 
of unrestricted compulsory, royalty-free licensing under defendants’ 
present patents and patent applications (46 F. Supp. 541). Final 
judgment in accordance with this holding was entered on October 8, 
1942. 

On defendant’s appeal to the Supreme Court, the case was argued 
in November 1943 and questions as to the form of the judgment were 
reargued in October 1944. On January 8, 1945, the Supreme Court 
although affirming the holding that defendants had violated the anti- 
trust laws, held that requirement of royalty-free licensing and prohibi- 
tion against leasing of defendants’ patented machines were improper, 
but that defendants should be required to license their present and 
future patents in certain fields at a reasonable royalty and without dis- 
crimination or restriction. It also held that it was proper to enjoin 
defendants from bringing suit for past infringement of their patents. 
The judgment contained the standard provision for royalty determina- 
tion (323 U.S. 386). On April 2, 1945, the Supreme Court, on. the 
Government’s petition, issued an opinion clarifying its prior holding in 
important respects (324 U.S. 570, CCH 1944-1945 Trade Cases, par. 
57,319, includes both Supreme Court opinions). 


” Letter from Assistant Attorney General Victor R. Hanson to Senator Joseph C. O’Mahoney, dated 


Sept. 24, 1956. 
This does not inelude the ASCA P judgment referred to infra, p. 34, relating to the compulsory licensing 
of copyrighted material. ate sles 
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After the Supreme Court’s decision considerable revision had to be 
done on the judgment. The patent licensing provision was compli- 
cated in that a number of different types of machines were involved 
with numerous patents covering each of the various types and the 
judgment required licensing a right to make and sell machines under 
the patents. Before the judgment only the use of the machines had 
been licensed. 

Discussions were held with the defendants and also with a committee 
of licensees which had been formed to attempt to agree upon a proposed 
judgment. Agreement was reached in very large part with respect to 
a schedule of royalties for the use of the machines. Hartford con- 
tended that it wanted at least an equal royalty to be paid by persons 
who might want to make and sell the machines. The Government 
opposed this position and that dispute was submitted to the Court 
which decided in the Government’s favor and set up a basis for the 
determination of such royalties. The Court set a period of time during 
which the parties were to attempt to agree on the initial royalties to be 
charged and provided that if they ould not agree a proceeding would 
be held before a master to determine the royalties, (65 F. Supp. 271, 
CCH 1946-1947 Trade Cases, par. 57,480). The parties did not agree 
and the master’s proceeding was begun in 1946 in Toledo, Ohio. An 
extended hearing was had but before the hearing was completed, the 
matter was terminated by an agreement between the parties. 

2. United States v. Vehicular Parking Ltd. (Civil 259, District 
Court, Delaware). Complaint under sections 1 and 3 of the Sherman 
Act filed July 3, 1942, against seven corporations, 10 of their officers 
and two individuals doing business as a partnership, charging them 
with conspiracy to fix prices of parking meters and parts and to monop- 
olize their sale and distribution. The complaint alleged that Vehicu- 
lar, a patent holding corporation, acquired patents of dubious validity 
and, by entering into license agreements with the other defendants 
and threatening unlicensed manufacturers with patent infringement 
suits, aatreled prices and terms and conditions of sale of parking 
meters and parts. 

After trial of the case the Court, on March 28, 1944, held that the 
Government has sustained its charges of violation of the Sherman Act 
and the Government was entitled to a judgment giving comprehensive 
relief (54 F. Supp. 828, CCH 1944-1945 -Trade Cases, par. 57, 226). 

On July 18, 1944, the Court entered a judgment which enjoined 
defendants from instituting or threatening to institute suits for patent 
infringement or to collect royalties under the patents improperly used 
in carrying out defendants’ conspiracy, and enjoined defendants from 
instituting or threatening to institute infringement suits under new 
patents against users or purchasers of parking meters until infri 
ment had been established against the manufacturers or sellers (56 
Supp. 297, CCH 1944-1945 Trade Cases, par. 57,277). 

On motion of certain defendants for a modification of the final 
judgment, the Court, on August 8, 1945, held that it had no power to 
require royalty-free licensing of patents, and struck from the decree 
& provision reserving this question for later determination. But the 
Court did hold that there should be added to the judgment a require- 
ment for compulsory licensing of such patents on reasonable terms, 
and retained jurisdiction to determine such terms. The Court further 
held that the prior injunctive provisions of the decree against suits for 
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infringement or royalties should not be modified until the defendants 
could show that they had dissipated the effects of their prior misuse of 
patents (61 F. Supp. 656; CCH 1944-1945 Trade Cases, par. 57,404). 

On May 6, 1946, the court amended the final judgment of July 18, 
1944, as to two provisions upon which it had reserved decision. The 
court directed defendants to issue to any applicant an absolutely un- 
restricted license under patents which had been pooled, but permitted 
defendants to charge, after the date of entry of the order, a reasonable 
royalty for such licenses. It also enjoined defendants from instituting 
suits for past infringement or past royalties due, and from disclosing 
to stockholders information concerning parking meters emanating 
from present or prospective purchasers of parking meters unless it 
disclosed such information§to all other manufacturers. 

Following entry of this amending order Magee-Hale Park-O-Meter 
Co. approached defendant Vehicular for a license under certain of 
Vehicular’s patents required to be licensed by the amended judgment. 
Upon inability of Magee-Hale and Vehicular to agree upon the royalty 
basis for such a license, Magee-Hale, on December 18, 1946, filed a 
petition for leave to intervene and motion for interpretation and modi- 
fication of the amended judgment of July 1944. Among the things 
sought by Magee-Hale was that the court fix a reasonable royalty for 
a license under each of the defendant’s patents which the amended 
judgment required to be licensed. 

hereafter, on July 23, 1947, the court granted Magee-Hale’s motion 
to intervene. Following a number of collateral moves by the parties 
(not here pertinent) a pretrial hearing was held on January 22, 1948, 
at which time Magee-Hale advanced its claim that the issue of valid- 
ity of the patents in suit in the reasonable royalty proceedings was a 
proper issue to be determined by the court as bearing directly on the 
issue of reasonable royalties. The court requested that all parties, 
including the Government, express their views as to the issues which 
should be determined in the reasonable royalty proceedings including, 
specifically, Magee-Hale’s claim of patent invalidity. In response to 
this request, the Antitrust Division submitted to the court on April 
8, 1948, a memorandum on the question of whether patent validity 
and scope may be considered in reasonable royalty proceedings. In 
this memorandum, the Antitrust Division took the position that such 
issues are proper ones in reasonable royalty proceedings. The Divi- 
sion, however, specifically took the further position that it did not 
wish to participate in the reasonable royalty proceedings and that was 
a matter solely between Magee-Hale and Vebitular. 

On July 22, 1948, the court ruled that neither patent validity nor 
the scope of patent coverage should be gone into in the reasonable 
royalty proceedings and requested submission of an order referring 
the matter of reasonable royalties to a master and fixing the scope 
of such reference. Such an order was entered on October 19, 1948. 

The Antitrust Division did not participate in the reasonable royalty 
proceedings before the master although several times requested to do 
so by interested counsel. The master filed his preliminary report 
dated April 20, 1950, with the court setting forth his proposed reason- 
able royalty and requesting submission of exceptions, supporting 
memorandums and oral arguments, if desired. However, the royalty 
rates recommended by the master did not become effective. Before 
the court could determine the matter, the stock of defendant Vehicular 
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was dissolved in 1952 and all of its patents, including those involved 
in the reasonable royalty proceedings were transferred to the stock- 
holders who, in turn, sold the patents to Magee-Hale. 

3. United States v. American Optical Company (Civil 10-391, S.D. 
N.Y.). Complaint under sections 1, 2 and 3 of the Sherman Act and 
section 3 of the Clayton Act filed September 16, 1940, against American 
Optical Co., 22 corporations, 1 trusteeship and 60 individuals, charging 
a conspiracy to monopolize and restrain interstate and foreign com- 
merce in ophthalmic frames and other optical goods. The complaint 
alleged that defendants, as owners of various patents, combined to 
fix prices for both patented and unpatented optical goods sold by 
manufacturers, wholesalers, and retailers. 

A final consent judgment was entered September 17, 1948, against 
13 manufacturers of eyeglass frames and mountings, a national trade 
association of optical wholesalers, 6 optical wholesalers, a trusteeship, 
2 patent holding companies and 13 individuals, enjoining price fixing ; 
canceling certain patent licenses and agreements; requiring that 
patents and trademarks relating to frames and mountings be licensed 
to other manufacturers upon reasonable royalties; and prohibiting 
boycotting of wholesalers (CCH 1948-49 Trade Cases, par. 62, 308). 
The remaining defendants were dismissed. 

Pursuant to the judgment, Shuron Optical Co., Inc., applied to 
American Optical do. for a reasonable royalty license under U.S. 
letters patent reissue No. 21255. Upon disagreement between 
Shuron and American Optical as to a reasonable royalty, Shuron 
invoked standard reasonable royalty provisions of the judgment and 
requested American Optical to apply to the judgment court for 
determination of a reasonable royalty. 

Pursuant to the final judgment, and upon Shuron’s request, Ameri- 
can instituted a reoosediie in the judgment court for determination 
of reasonable royalties. Notice of the filing thereof was served upon 
the Attorney General and an opportunity was given to the Attorney 
General to be heard with respect to the controversy. The Attorney 
General, however, appeared in the proceedings and stated that he 
did not wish to take any position with respect to the royalty contro- 
versy between American and Shuron and requested no opportunity 
to be heard. 

Thereafter the judgment court held appropriate hearings and made 
a determination that 3 cents per ophthalmic mounting constituted a 
reasonable royalty for a nonexclusive, nonassignable license to make, 
use, and vend ophthalmic mountings under the patent involved. 

4. United States v. Besser Manufacturing Company (Civil 8144, 
E.D. Mich.). Complaint filed April 28, 1949, alleging violations of 
sections 1 and 2 of the Sherman Act by two corporations and three 
individuals in the manufacture of concrete-block machinery. The 
defendants were alleged to have eliminated competition by illegal 
extension of their patent rights, allocation of territories, patent in- 
fringement suits, and coercion of competitors. Following trial, the 
court filed an opinion January 30, 1951, finding that the defendants 
had violated sections 1 and 2 of the Sherman Act as alleged and entered 
its final judgment April 12, 1951. 

This final judgment required Besser to dispose of certain holdings 
in codefendant Stearns Manufacturing Co.; required compulsory 
licensing upon reasonable royalties of certain patents; required that 
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lessees of Besser machines be given an option to withdraw from the 
lease and enjoined future exclusive patent agreements between the 
parties (96 F. Supp. 304, CCH 1950-51 Trade Cases, par. 62, 773). 

The Government urged the court to adopt the standard procedure 
for determining the rate of royalty, but instead the court established a 
“royalty committee” to perform that function. Subparagraph (B) of 
paragraph VII of the final judgment in this case provided that, in order 
to arrive at a fair royalty price for the use of the various patents, 
present and future, which the defendants were required to license to 
any applicant and to arrive at the form and content of royalty con- 
tracts, both plaintiff and defendants should each select two persons as 
members of a committee to determine such fair rovalty prices and the 
form and content of the royalty contracts. This final judgment 
provided further that, in the event of the inability of the four persons 
so selected to agree upon such royalty rates or content of the royalty 
contracts on or before May 5, 1951, they should then select and appoint 
a fifth person to act with them. If the four could not agree upon the 
selection of the fifth member before May 12, 1951, then the questions 
and points not agreed upon— 


shall forthwith be referred to this court which shall then have 
the right to act as the fifth member himself or select another 
person in his stead to aid in making the final decision. 


Subparagraph (C) of section VII of said final judgment further 
provided that the— 


final royalty prices together with the form and contents of 
the royalty agreement when determined, shall be forthwith 
filed by the Government with the U.S. district court clerk 
and upon so filing will then become a part of this judgment 
just as though it were now included therein. 


Thereafter and pursuant to section VII of the final judgment, the 
Government on April 23, 1951, designated with the qualification 
that they did not serve as representatives or agents of the Department 
of Justice, two persons to sit with representatives of the defendants 
as a committee to determine fair royalty prices and the form and 
contents of the royalty contracts. 

On May 8, 1951, the defendants applied to the district court for a 
stay of certain provisions of the final judgment pending an appeal to 
the Supreme Court of the United States. The court refused to grant 
the stay and pursuant to a specific ruling by the trial court that such 
action would not be prejudicial to their appeal rights, the defendants 
on May 9, 1951, designated two representatives to serve on this 
committee. 

By order of Mr. Justice Reed of the Supreme Court of the United 
States, certain of the provisions of the final judgment were stayed on 
May 11, 1951, for 30 days, except the provisions dealing with the 
“royalty committee’’ and certain other provisions enjoining the insti- 
tution of patent infringement suits and the making of certain contracts. 

Thereafter the “royalty committee’? met in an attempt to agree 
upon a fair royalty price for the use of the patents involved, but on 
May 23 reported to the trial judge their inability to agree. The trial 
judge then designated himself as the fifth member of the “royalty 
committee’ and proceeded to establish the “fair royalty price.” 
Thereafter, on May 29, 1951, with the trial judge serving as the fifth 
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member of the royalty committee, a “‘proposed form of license agree- 
ment”? was determined upon incorporating the final royalty rates 
previously established at the May 23 meeting and, pursuant to section 
VII(C) of the judgment, a report was filed on May 29, 1951, by the 
Government with the clerk of the district court setting forth the 
royalty rates and form and content of the license agreement deter- 
mined by the committee. The rates finally determined were blanket 
rates which covered the use of all patents owned by the respective 
defendants. 

Following a recitation of the procedure established by the district 
court, the Supreme Court in its decision (Besser Mfg. Co., et al., v. 
United States, 334 U.S. 444 (1952)) rendered May 26, 1952, upheld 
the provisions of the trial court judgment and said: 


When an impasse was reached with regard to royalty rates 
on certain Besser patents, the judge stepped in as the fifth 
arbitrator and voted for the rates proposed by the Govern- 
ment-appointed representatives. Appellants assail this pro- 
cedure with the contention that royalties set must be ‘‘made 
in judicial proceedings based on the hearing and evaluation 
of evidence in the light of appropriate criteria.” 

* * * * * 


Although not condemning the royalty-setting procedure 
used here, the Government indicates faint enthusiasm for it, 
and suggests that this court consider the procedure outlined 
by it palre and direct that it be utilized hereafter in the pro- 
ceedings remaining in this litigation. We would exceed our 
appellate functions were we to adopt that suggestion in this 
case. ‘The framing of decrees should take place in the dis- 
trict rather than in appellate courts.”” International Salt Oo. 
v. United States, supra, at 400; United States v. Crescent 
Amusement Co., supra, at 185. 


5. United States v. Libbey-Owens-Ford Glass Company (Civil 
5239, N.D. Ohio). Complaint under sections 1, 2, and 3 of the Sher- 
man Act, sections 2, 3, and 7 of the Clayton Act, and section 73 of the 
Wilson Tariff Act, filed May 23, 1945, charging 9 manufacturers, 
16 of their officers, and a trade association with conspiring to restrain 
and monopolize the production, processing, distribution, and sale of 
flat glass in the United States. An amended complaint was filed 
March 19, 1946. On September 6, 1946, a final decree was entered as 
to Corning Glass Works requiring Corning to divest itself of stock in 
American Securit Co.; requiring compulsory licensing at reasonable 
royalties under patents relating to flat glass; and enjoining Corning 
from observing any restriction as a condition to the exchange of in- 
formation regarding present and future patents or any restriction 
which limits imports or exports of flat as (CCH 1946-47 Trade 
Cases, par. 57,489). Two individual defendants were bound by this 
decree. Trial of the case commenced March 1, 1948, and 14 individual 
defendants were dismissed during trial. On October 30, 1948, a con- 
sent judgment was signed by nine corporations (CCH 1948-49 Trade 
Cases, par. 62,323). 

Section XIV of the final judgment of October 30, 1948, required 
certain of the defendants, including American Securit Co., to grant 
licenses under specific patents on reasonable royalties and established 
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the standard procedures for the court to determine reasonable royalties 
in the event the applicant and defendant were unable to reach an agree- 
ment. This section also prohibited this defendant “from including 
any restriction or condition whatsoever in any license or sublicense 
granted by it * * *’ and section XVII enjoined it from granting 
any license which provided as a condition that the applicant should 
accept a license under another patent owned or controlled by Securit. 

Shatterproof Glass Corp., in 1951, approached American Securit 
for a license under certain of its patents subject to the judgment. 
After substantial negotiations during which the parties were unable 
to agree upon royalties, American Securit in 1955 instituted a patent 
infringement suit in Delaware against Shatterproof charging it with 
infringement of the judgment patents which were the subject of the 
negotiations for license. At this point, Shatterproof filed a petition 
with the judgment court for a determination of reasonable royalties 
for the use of the patents Shatterproof had tried to license from Ameri- 
can Securit. 

Section XIV of the 1948 final judgment further provided that, 
pending the completion of negotiations for a license or the determina- 
tion of reasonable royalties by the court, the applicant for a license 
(Shatterproof, in this case) should have the right to use the patents 
subject to ultimate determination of royalties either by agreement 
of parties or by the court. Because of this judgment provision, the 
Department concluded that the Delaware infringement suit of Ameri- 
can Securit against Shatterproof raised a question of compliance by 
American Securit with the provisions of the 1948 judgment. The 
Department, therefore, filed a petition October 6, 1955, in the decree 
court, asking that American Securit be restrained from interfering 
with the exercise by Shatterproof of its judgment rights to use the 
patents pending royalty determination. At the same time Judge 
Leahy of the Delaware court was advised of the action being taken 
by the Government in the Ohio court and on October 6, 1955, there 
was filed with the Delaware court a representation of interest in which 
the Government urged that the Delaware court refrain from takin 
further action in the patent infringement suit pending a hearing nd 
determination of the reasonable royalty proceeding by the Ohio court. 

The Ohio court, on October 19, 1955, held a hearing on the Govern- 
ment’s petition and, on December 13, 1955, Judge Kloeb entered an 
order dismissing not only its petition, but also the application of 
Shatterproof for determination of reasonable royalties. The basis 
for the decree court’s decision was that Shatterproof had unreasonably 
delayed in filing its application for a determination of reasonable 
royalties, had not acted in good faith, and, under the circumstances, 
the court did not wish to assume jurisdiction of the matter. 

Thereafter Shatterproof moved for a new trial which, however, was 
denied on February 8, 1956, following which the Government, on 
February 29, 1956, filed with the Delaware court an additional repre- 
sentation of interest and withdrew its former objections to further 
proceedings in the Delaware patent infringement suit. 

The Delaware infringement action, therefore, proceeded to trial 
before Chief Judge Leahy who, in granting summary judgment. for 
defendant Shatterproof, stated in an interlocutory opinion,’ among 


1 154 F, Supp. 890, decided July 19, 1957, rehearing denied Sept. 18, 1957. The interlocutory opinion was 
made final by Judge Leahy’s successor, 116 F, Supp. 813. 
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other things, that the policy of plaintiff to grant no license except 
under all patents for a fixed royalty was one of unlawful coercion 
contrary to public policy, and that the terms of the standard form of 
package license agreement employed by the plaintiff were in conflict 
with the decree, which could be asserted in a defense of the infringe- 
ment action. 

American Securit Co. had also sued Hamilton Glass Co, in the 
district court at Terre Haute, Ind., for alleged infringement. Hamil- 
ton denied infringement and affirmatively alleged invalidity of the 
patents, misuse thereof, and sought by counterclaim a declaratory 
judgment of invalidity and ceuielstaiinaeibt as well as an injunction 
for attempted monopolization and restraint of trade in violation of 
the Sherman Act. Both sides moved for summary judgment. 

The Indiana district court, in entering an order,” without opinion, 
dismissed Securit’s complaint on the following grounds: (1) Securit 
misused its patents and was guilty of unclean hands in that it engaged 
in package licensing, i.e. it refused to license less than all patents; (2) 
Securit refused to license less than all patents for less than the royalty 
charged for all; and (3) Securit had violated the Ohio consent decree 
by its package licensing practices. 

On appeal to the Seventh Circuit the Court of Appeals held,” among 
other things, that the issue as to whether Securit had misused its 
patents and was engaged in package licensing of its patents by refusing 
to license less than all, and the issue whether Securit misused its 
patents in refusing to license less than all for less than the royalty 
charged for all, precluded summary judgment; that the evidence whic 
was introduced in the lower court was conflicting, of uncertain weight, 
in part incompetent, and itself susceptible of various. interpretations 
which only by a trial could the court ascertain pertinent facts and 
decide questions of substantive law. The court of appeals also stated 
that the Indiana court had authority to construe the consent decree 
for the purpose of adjudicating the charge of misuse of patents based 
upon an alleged violation of the consent decree. The court of appeals, 
therefore, reversed and remanded the case for a trial.” 

On July 9, 1958, Securit filed a petition for construction in the Ohio 
court of those portions of the consent decree in issue before Judge 
Leahy. The petition stated, among other things, that Pittsburgh 
Plate Glass Co. had requested a license on 39 patents and one appli- 
cation relating to the tempering patents owned by Securit; that Lib- 
bey-Owens-Ford Glass Co. had requested a license under 41 patents 
and one application; and that subsequent licensees had requested and 
executed a “‘standard license’? which included all patents owned by 
Securit. In its prayer, Securit requested the court to construe the 
consent decree, in part, as follows: 


The grant by petitioner of a license to use all said patents in 
a single document, where the applicant has requested a license 
under all, does not violate said consent decree, whether or not 
the listing of all such patents be called a “‘package’’. 

2nP Petitioner did not violate said consent decree by 
executing licenses in which applicants willingly agreed to pro- 
visions for a minimum royalty. * * * 

22 Unreported. The order is dated July 3, 1957. 


%3 254 F. 2d 889, decided Apr. 24, 1958. 
* It is believed this case was settled before trial. 
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Petitioner did not violate said consent decree by advising 
an applicant it would not license an individual patent for less 
than the royalty charged for all its patents. 


At the hearing on the above petition, Securit called the attention 
of the court to the two infringement suits it had instituted, the reason- 
ableness of the royalties for the package, and the need for a construc- 
tion of the consent decree contrary to those rendered by the Delaware 
and Indiana district courts. The Government did not go into the 
merits of package licensing, reasonableness of royalties, or the contro- 
versy between Securit and its alleged infringers, but reminded the 
court, among other things, that in the 1955 proceeding, above referred 
to, it refused to take jurisdiction of the Government’s motion to enjoin 
Securit from proceeding in Delaware against Shatterproof until it had 
determined a fianeiabte royalty, for the reason that the proceeding 
was pending in Delaware. The Government, in turn, requested that 
the court not take jurisdiction of Securit’s motion for the same reason. 

At the conclusion of the hearing, the court rendered an oral opinion 
from the bench in which it stated, among other things: that ordinarily, 
under the consent decree, package licensing would be improper, but 
the situation was peculiar in the instant proceeding as Securit’s patents 
related to tempering of glass only and that, under these circumstances, 
a rate of 2 cents per square foot royalty for the use of one or all the 
patents could not be considered wrong. The court also stated that 
Securit’s package licensing system had been in effect for 10 years and 
there was no complaint in the court from any applicant.” The court, 
therefore, directed that an order be entered that Securit’s package 
licensing system did not violate the consent decree.” 

On October 19, 1958, the Government moved to vacate the court’s 
order, findings, and conclusions, and requested a rehearing. On 
December 29, 1958, the court overruled the Government’s motion. 

In the meantime the Delaware litigation had proceeded to a final 
judgment apparently contrary to the opinion expressed by the Ohio 
district court as to the legality of Securit’s package licensing system. 
On September 22, 1958, the Delaware district court, speaking through 
Judge Steel, had, in accordance with Judge Leahy’s earlier opinion, 
found that this method of licensing was a misuse of Securit’s patent 
rights which also violated the Government’s antitrust decree (116 F. 
Supp. 813; 118 U.S.P.Q. 526). This judgment was affirmed by the 
Third Circuit Court of Appeals on July 14, 1959 (268 F. 2d 769; 122 
U.S.P.Q. 167). 

The difference in decree construction between the proceedings in 
the Ohio and Delaware courts may be accounted for by the fact that 
in Delaware there was an applicant, Shatterproof, insisting upon its 
right to license less than all of the patents in the package, while in 
Ohio neither Shatterproof nor any other applicant for such a license 
was heard from. However, if the Ohio court’s opinion only approves 
a package license where the applicant desires such a license, it is 
difficult to understand why Securit’s petition for construction was 
entertained. The only controversy cited by Securit as a basis for its 
petition was an asserted condemnation by the Indiana and Delaware 
district court decisions of the licensing practice presented to the Ohio 
court. 


25 The court did not consider Shatterproof as a bona fide applicant. 
26 Reported in CCH Trade Regulation Reports, par. 69, 147. 
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6. United States v. New Wrinkle, Inc. et al. (8372 U.S. 371; CCH 
1955 Trade Cases, par. 68, 141, S.D. Ohio). The complaint, which 
charged price fixing and misuse of patents m the manufacture and 
sale of wrinkle finishes, was dismissed by the district court in Ohio for 
failure to state a cause of action. The Supreme Court reversed (342 
U.S. 371) and following trial the district court then decided against 
defendant New Wrinkle; Inc., and a final judgment was entered Octo- 
ber 27, 1955. New Wrinkle was directed to license its patents, but 
the judgment did not contain the standard provisions establishing the 
procedure for the determination of a reasonable royalty rate. The 
court fixed the rate of 5 cents per gallon, the rate charged in licenses 
executed prior to the institution of the suit, as being a reasonable 
royalty, but further provided that any licensee dissatisfied with this 
rate might, within a specified time, enter objections and request the 
court to fix a lower rate. No objection was entered during the time 
allowed. 

On December 29, 1955, defendant presented a new standard license 
agreement form and sought a court order approving the use of such 
form in licenses granted pursuant to the judgment. Defendant 
argued that computation of royalties should be based not only upon 
the amount of wrinkle finishes manufactured by the use of one or more 
of Its licensed patents, but also on the basis of all wrinkle finishes 
manufactured by a licensee, irrespective of the actual use of such 
patents. (This is the so-called Hazeltine formula.”) Defendant 
moved that it be authorized to insert a provision in the license 
providing that the 5 cents royalty was to be computed by this for- 
mula where all or “substantially all” of defendant’s patents were 
licensed. A separate provision provided that the royalty would be 
computed on the basis of actual use of such patents, if only one or a 
few of defendant’s patents were licensed. The Government opposed 
the adoption of defendant’s proposals. 

On August 15, 1956, the court entered a decision on the motion and, 
based thereon, an order dated October 16, 1956, the latter accom- 
panied by a letter which explained the reasons for the formulation of 
the order. The court rejected defendant’s position that royalties 
could be exacted regardless of the actual use of licensed patents, 
but allowed voluntary agreements on an “irrespective” basis as an 
optional feature should the licensee want the royalties computed on 
this basis. Thereafter the Department of Justice sent out a circular 
letter to all licensees (several hundred) pointing out that, under the 
order, there was no compulsion to accept the ‘“Hazeltine formula.” 

The same issue was also involved in private litigation between 
New Wrinkle, Inc., and one of its licensees. The Circuit Court of 
Appeals for the Third Circuit affirmed a district court holding that 
royalties were due only for wrinkle finishes in the manufacture of 
which the licensed patents had actually been used, New Wrinkle v. 
Armitage (238 F.2d 753 (1956)). See also New Wrinkle v. Armitage 
(168 F. Supp. 244; 119 U.S.P.Q. 485 (Dee. 15, 1958)). 

Here the decision as to the decree’s requirements was the same in 
the public suit as in the private litigation and the Government’s suit 
had also been fully litigated. It may be doubted whether the contra- 
dictory results in the cases involving the American Securit patents 
"3 In Automatic Radio Manufacturing Co. v. Hazeltine Research, Inc., 339 U.S. 827, 832-883 (1950), the 


Court, in the absence of any finding of patent misuse, upheld a percentage royalty system based on the dollar 
volume of the licensee’s production in unpatented as well as patented products. 
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would have occurred if, instead of entering a consent decree, the 
Government had prosecuted its antitrust suit against American 
Securit to a final judgment. In such an event the problem with 
which Judge Kloeb was confronted upon Securit’s motion for construc- 
tion of the decree, would probably have been resolved in decidin 
the merits of the litigation, and the Government’s presentation cca 
have been addressed to the merits of compulsory package licensing 
rather than the purely procedural issues which the motion to construe 
the decree raised. 

7. United States v. American Society of Composers, Authors & 
Publishers (Civil No. 13-95, S.D.N.Y.). The complaint in this case 
was brought under section 1 of the Sherman Act, on February 26, 1941, 
against ASCAP and three of its officers. It charged a conspiracy in 
restraint of interstate and foreign trade and commerce in radio broad- 
casting, sheet music, motion picture films, and electrical transcriptions. 
The defendants had allegedly entered into the conspiracy— 


with the intent, purpose, and effect of unreasonably and 
unlawfully maintaining enhanced and uniform prices in the 


interstate commerce in copyrighted musical compositions 
controlled by the society. 


A final judgment was entered on March 4, 1941, which provided, 
among other things, that the defendant society must grant a license 
to any applicant, but shall not enter into any license agreement which 
shall result in discriminating in prices or terms between licensees 
similarly situated. 

An amended consent judgment was entered on March 14, 1950, 
which requires defendant (see. VII(B)), upon written request, to 
issue a license to perform any, some, or all of the compositions in 
defendant’s repertoire to any unlicensed radio or television broad- 
caster, and contains a provision (sec. LX) providing that, if the 
parties are unable to agree upon a reasonable fee within 60 days 
after the date of the application, the applicant may apply to the court 
for the determination of a reasonable license fee. Pending the com- 
pletion of negotiations or proceedings for such court determination, 
either party may apply to the court to fix an interim fee pending 
final determination by the court as to what constitutes a reasonable 
fee and, after the fixing of such interim fee, a license shall be issued 
by the defendant to the applicant. Failure by the applicant to accept 
such a license shall be grounds for the dismissal of his application. 
When a reasonable fee has been determined by the court, it shall be 
retroactive to the date the applicant acquired the right to use any, 
some, or all of the compositions in the defendant’s repertoire. Once 
a reasonable fee has been determined, defendant must offer a license 
at a comparable rate to all other applicants similarly situated who 
thereafter apply for a license; however, no license agreement volun- 
tarily executed prior to the court determination shall be affected by 
such determination. Nothing in the section shall prevent any 
applicant or licensee from attacking, in the aforesaid proceedings or 
in any other controversy, the validity of the copyright of any of the 
compositions in the defendant’s repertoire. 

Since the entry of the amended judgment in 1950, numerous appli- 
cations have been filed with the court, pursuant to section IX of the 
judgment, although none has actually come to a hearing; however, in 
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a few instances the proceedings have gone so far as to have the court 
set an interim fee. The Department has not participated in argu- 
ments as to the amount of the license fees but has participated when 
other questions arose as to the application of the judgment. 

However, the Department has recently consented to a modification 
of this decree designed to provide a more equitable distribution of 
license fees among ASCAP’s member. The modified judgment has 
elaborate provisions for the computation of the shares of the de- 
fendant’s members, which are presumably enforceable by contempt 
proceedings. The court and the Department of Justice are therefore 
directly involved in economic regulation of the internal affairs of a 
business organization. Regardless of the merits of the modification 
as a response to a need for adequate regulation, the question remains 
whether this kind of regulation is an appropriate function of an anti- 
trust decree. 

Regulations of a business as a public utility, is ordinarily accom- 
pane by legislatively created standards administered by an agency 

aving special competence in the regulated field. The form of business 
regulation imposed by the antitrust laws has been traditionally limited 
by the courts to restoring or establishing conditions which encourage 
competition as the appropriate regulatory force. That appears to be 
the only legitimate function of compulsory licensing relief in an 
antitrust ju ent. 

The litigation discussed above in which reasonable royalties were 
judicially determined required expensive and time consuming pro- 
cedure, which was frequently inconclusive. Moreover the main 
burden of the litigation was borne by applicants who were compelled 
to invest their own time and money in an effort to obtain a resolution 
of the reasonable royalty problem. Such proceedings may be burden- 
some, particularly for a small business, and it is not at all improbable 
that some applicants, rather than assume this burden, have agreed to 
a royalty which they believe is high, or have just failed to take a license 
without raising the issue in the prescribed manner. If this happens, 
the Attorney General would not know of any royalty disagreement 
between the parties and it is possible that the objectives of the 
judgment would, to that extent, be frustrated. The following instance 
disclosed by the survey, indicates that this problem may be more 
real than imagined. 

The complaint in United States v. White Cap Company (Civil 
46—C-861, N.D. IIl.), was filed May 14, 1946, and siisienel a conspiracy 
to monopolize and to restrain trade in container sealing machinery 
and caps for packing food products in glass containers. The complaint 
olinaake that the defendant leased its machinery only on the condition 
that food packers purchase caps manufactured by the defendant. 
It was claimed also that the defendant supplied food packers with 
approximately 85 percent of the vacuum caps used in packaging 
certain food products. On June 17, 1948, a consent judgment was 
entered. The judgment canceled the illegal agreements and re- 
quired White Cap Co. to license certain of its patents to all applicants 
at a reasonable and nondiscriminatory royalty rate. 

In September 1948 a prospective licensee made a written request 
for a license pursuant to the provisions of the final judgment. The 
ae licensee asked to be promptly advised concerning the 
royalties which White Cap deemed reasonable for the requested 

52186—60-—6 
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patents. The applicant reserved the right to proceed in the manner 
provided in the final judgment if agreement concerning a reasonable 
royalty rate could not be reached with White Cap. 

Internal memorandums of White Cap reflect the views of various of 
its officials concerning the approach to be taken toward a reasonable 
royalty rate. One memorandum discussing this problem states ‘‘that 
the Vapor Machine that they are asking for has a market value of 
$10,000 and the hopper has a market value of $5,000.”’ The memo- 
randum comments further “the machine today costs us $3,200 and 
the hopper today costs us $1,200. If we were to be in the machine 
business, the Vapor Machine would sell for $7,500 and the hopper 
would sell for $2,500, making a total of $10,000 for the unit, * * *.” 
After considering the matter fully, White Cap Co. advised the appli- 
cant on November 15, 1948, that the royalty would be $5,000 for each 
machine manufactured under White Cap’s patents pertaining to seal- 
ing machinery and a royalty of $2,500 for each sorting or hopper 
mechanism manufactured under White Cap’s patents pertaining to 
sorting and hopper mechanisms. The applicant subsequently advised 
White Cap of its view that the royalties requested by White Cap were 
excessive. As a counteroffer, the applicant suggested a royalty of 
$100 for each machine manufactured under the sealing machinery 
patents and a royalty of $50 for each sorting or hopper mechanism 
manufactured under the pertinent patents. Thereafter, counsel for 
White Cap advised counsel for the applicant that White Cap was 
willing to cooperate in an effort to arrive at a royalty figure that 
fairly could be considered reasonable and suggested a meeting for the 
purpose of attempting to reach a middle ground between the requested 
royalty and the counter-figure proposed by the applicant. White 
Cap has advised that no further communication was received from the 
applicant after this suggestion concerning a possible compromise was 
made. The applicant apparently did not pursue the matter further 
with White Cap nor did it seek to obtain a determination of what 
would constitute a reasonable royalty under the procedures available 
to it in the consent judgment. 

The subcommittee staff expresses no opinion concerning the validity 
or merit of the claims of any of the parties in the disagreement re- 
flected above. This case does suggest, however, that existing proce- 
dures for resolving reasonable royalty disputes may not always be 
adequate. The actual reasons for the failure of this applicant to take 
a license are not known to the subcommittee staff; but on the basis of 
the information available, it appears that the royalty rate was the 
principal stumbling block; and that the Attorney General was not 
notified concerning the disagreement because the applicant, for some 
reason, did not wish to institute formal proceedings. 


B. The problem of patent applications 


Several cases covered by the subcommittee’s survey indicate that 
problems occasionally arise concerning the extent to which compul- 
sory licensing provisions of decrees apply to patent applications, 
These cases reflect that disagreements have apparently arisen, between 
defendants and applicants, concerning the former’s obligations with 
respect to the making available and licensing of patent applications, 
The cases discussed below are illustrative of problems that. have 
arisen, : 
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1. United States v. Technicolor, Ine. (Civil No. 7507—M, S.D. Calif.). 
A consent judgment was entered in 1950 against Technicolor which 
Cranes among other things, for compulsory licensing of patents. 

he specific provisions of the judgment, which defined patents and 
which outlined the licensing requirements, are the following: 


“Patents” means all U.S. letters patent relating to the 
manufacture of motion picture prints in color and applica- 
tions for such letters patent, and patents issued upon such 
applications, and renewals, reissues, divisions, and extensions 
thereof, owned or controlled by Technicolor or under which 
Technicolor has the power to issue licenses or sublicenses. 

Technicolor is hereby ordered and directed to grant to each 
applicant making a written request therefor a nonexclusive 
and unrestricted license, for which Technicolor shall receive 
no royalty or other compensation, to make, use, and vend 
under any, some, or all of the claims of the patents listed and 
soutnaneted in schedule A attached hereto and made a part 

ereof. 

Technicolor is hereby ordered and directed to grant to each 
applicant making a written request therefor, a nonexclusive 
and unrestricted license, for which Technicolor may charge a 
reasonable and nondiscriminatory royalty, to make, use, and 
vend under: 

(1) Any, some or all of the patents listed in schedule B, 
attached Yarers and made a part hereof. 

(2) Any patents issued to or acquired by Technicolor with- 
in the period ending November 28, 1953. 


In the context of the above provisions of the consent judgment, 
the following incident is of interest. In March 1950 Technicolor 
received a communication seeking information concerning both the 
patents and the applications available for licensing. Technicolor 
advised the potential applicant that it did not understand— 


that we are obligated to make available to you copies of 
patent applications listed in schedule B of our consent decree 
filed February 28, 1950. 


Counsel for Technicolor was recently asked by the subcommittee 
to comment fully on the above incident and stated, as follows: 


The matter of the Motion Picture Research Council is now 
a dead issue for the reason that the controversy, if any 
existed, concerned whether or not Technicolor Corp. would 
supply Motion Picture Research Council with copies of cer- 
tain patent applications pending at the time the consent 
decree was issued. The patent applications in question 
have now all been issued as U.S. patents except two which 
were abandoned. As to the two that were abandoned, the 
information contained in them was published by means of 
patents issued as continuations-in-part of the abandoned 
applications. 
2. United States v. Rohm & Haas Co. (Civil 9068, E.D. Pa.). A 
complaint was filed on November 18, 1948, against Rohm & Haas 
alleging that it had conspired with and participated with three foreign 
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companies in a worldwide cartel allocating manufacturing and selling 
territories in the manufacture and sale of plastics by the joint exercise 
of patent rights. A consent judgment was entered on the same day 
the complaint was filed which, among other things, made available a 
number of patents on a royalty-free heonaiie basis. The paragraph 
in the judgment that dealt with the licensing of these patents directed 
Rohm & ae to issue to any applicant making written request there- 
for a license— 


under any one or more of the U.S. letters patent and patents 
issued under application for U.S. letters patent, the patent 
numbers and application number of which are listed in ex- 
hibit B, attached hereto and made a part hereof, without 
any restriction or condition whatsoever, and without royalty 
or charge of any kind therefor to make, use, and sell the in- 
ventions claimed by the patents and patent applications 
listed in said exhibit B, for the lives of said patents 


In January 1949 a prospective licensee wrote to Rohm & Haas 
stating they would like to obtain copies of the patent applications 
listed in exhibit B of the final judgment for the purpose of ascertaining 
whether or not they would be interested in requesting licenses there- 
under. They asked to be advised what arrangements could be made 
to obtain copies of the applications. In response to this request, 
Rohm & Haas replied: 


The applications are not available for inspection. You 
will note that the decree requires that licenses be granted 
under any patents that issue upon the applications but does 
not alter the status of the applications themselves. Until 
such time, therefore, as patents are granted, the decree does 
not affect the applications. 


Rohm & Haas has advised that their records do not indicate any 
further correspondence or discussion with the applicant concerning 
this point. Rohm & Haas assumes that the applicant agreed it did 
not have rights of access to the applications. 

3. United States v. Bendix Aviation Corp., et al. (Civil 44-284, S.D. 
N.Y.). This case charged a combination and conspiracy to restrain 
and monopolize commerce in the manufacture and sale of braking 
systems. The complaint alleged that the defendants used patents to 
retain and extend their control of this field, to compel customers to 
purchase unpatented parts and to suppress inventions and improve- 
ments in braking systems which might compete with defendants’ 
products. Separate judgments were entered which required, among 
other things, the compulsory licensing of patents. The judgment en- 
tered on December 22, 1948, against Westinghouse Air Brake Co., 
listed a number of patents and patent applications. Information 
available indicates that a potential applicant sought information con- 
cerning the possible licensing under the patents and applications and 
requested Westinghouse Air Brake to furnish copies of the applica- 
tions listed in the decree. Westinghouse Air Brake stated that an in- 
vestigation was started to determine whether or not’ the furnishing of 
copies of patent applications might, as a practical matter, endanger 
the successful prosecution of the applications and to determine 
whether, as a legal matter, Westinghouse Air Brake was required to 
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furnish the requested documents. The potential applicant apparently 
did not press the matter. All of the applications listed in the judgment 
have now been issued as patents and are available as public records. 

There are conflicting considerations which affect the question of 
whether patent applications should be included under compulsory 
licensing. On the one hand, for example, a patent is not enforcible 
until its issuance; therefore, an applicant technically does not need a 
license to make or use under an application, as he cannot be sued if he 
discovers and uses the technology described in the application. On 
the other hand, however, he may not have the means or the ability 
to discover the technology involved on his own, and if the purpose of 
compulsory licensing in a specific case is to give an applicant access to 
technology and know-how so that he might compete effectively, then 
it would seem that there is a need for licensing patent applications. 


C. The problem of publicizing the patents available for licensing 

This report has pointed out that in a large number of cases there 
has been a complete absence of inquiries concerning patents available 
for licensing under antitrust judgments. There are several possible 
explanations for this, among them being the following: The expiration 
of the more important patents; advancements in the art which reduced 
the commercial importance of defendant’s patents and made such 
patents less attractive to a potential licensee; and there may have been 
a general lack of interest in the patents held by the defendants. 
Still another possible explanation, however, is that there has been 
insufficient publicity concerning the availability of the patents, and 
that those who might be interested in applying for licenses were and 
are unaware that such licenses are obtainable. Some of the ways in 
psa: these decrees might be more adequately publicized are the 
following: 

1. Resumption of listing is Small Business Administration’s publi- 
cations.—During the period from June through December 1956, the 
SBA’s “Products List Cireular—Opportunities for Small Businesses” 
(Bulletins Nos. 10 through 15) carried information concerning the 
patents available for license under the judgments entered in January 
1956 in the JBM and AT&T cases. Tilobeded’ were abstracts of some 


of the patents involved and a listing, by number and title, of others, 
and an explanation of the circumstances of how the patents had become 
available. In its subsequent bulletins the Small Business Adminis- 
tration has discontinued the practice of identifying the a 


subject to compulsory licensing under antitrust judgments. Patents 
available for licensing under antitrust judgments are now listed in 
the same manner as any other patents that a manufacturer is willin 
to license or sell. As a result small business firms can no longer te 
from the bulletin which of the listed patents are subject to those 
decrees. Yet this is obviously a matter of substantial interest to a 
prospective licensee. 

In a letter to Senator O’Mahoney dated August 7, 1959, the Small 


Business Administration gave the following explanation for this 
change. 


Originally such patents were published by number and 
title together with a caption to the effect that their avail- 
ability resulted from an antitrust suit. Our experience with 
such publications indicated that the listing of patents by 
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number and title was not sufficient information and that an 
abstract description also should be published. The most 
desirable course of action, therefore, would have been for us 
to review a copy of each patent made available by an anti- 
trust action and to prepare and publish abstracts of those we 
consider interesting to small concerns; but to review and ab- 
stract the thousands of such patents would be beyond our 
capacity at:the present time. 

The alternative, therefore, was to request the patent owner 
to prepare such abstract description. However, we also 
discovered that the publication of the statement that the 
patents were made available by court decree made it difficult 
to secure the complete cooperation of the patentholder. 
Accordingly, we discontinued publication of the caption. 
Since discontinuing that practice, we have had no difficulty 
in obtaining the necessary abstract descriptions which are 
published in the products list circular. 


The Small Business Administration has further advised the sub- 
committee that in answering specific inquiries about patents described 
in its products list cireular it-does “not advise the inquirer that the 
patent is available by reason of a judicial action.” (Letter from 
Wendell B. Barnes, Administrator, to Senator O’Mahoney dated 
August 19, 1959). 

If, as the Small Business Administration suggests, some defendants 
are reluctant to supply adequate digests of the patents they have 
agreed to license a reference of this matter to the Antitrust Division 
would seem to be appropriate. If the Justice Department cannot 
obtain from the defendant an adequate digest of a defendant’s patent 
except on the condition that the fact that compulsory licensing has 
been decreed will not be publicized, there would seem to be no basis 
o sametnee an agreement to license that patent as public antitrust 
relief. 

2. Maintenance of @ current index by the Antitrust Division.— 
Another way potential users of such patented art, particularly small 
business concerns, might be aided would be for the Antitrust Division 
to establish and maintain a current index of the general fields of prod- 
ucts in which patents are available for licensing under antitrust 
judgments. Any program of this kind should be coordinated with 
other agencies, particularly the Small Business Administration, the 
Patent Office, and the Trade Association Division of the Department 
of Commerce. 

3. Use of judgment provisions to require defendants to publicize 
patents available for licensing.—Some judgments have included pro- 
visions requiring defendants to publicize the availability of their 
patents. This procedure might be expanded. If defendants are 
required to publicize, more than just a single advertisement in a 
trade publication might be in order. Periodic publication could be 
required, not only in a trade publication of the industry involved, but 
also in trade publications of related industries whose members might 
be logical potential entrants into the industry involved. 

4. Exploration as to further ‘assistance from Patent Office.—At one 
time, the Patent Office listed judgment patents in the Official Gazette, 
a periodical having wide distribution, but that practice has been 
discontinued. At the present time, when patents are made available 
for licensing in an antitrust judgment, a notation to this effect is made 
in the Patent Office records, and the information will thereafter appear 
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in the assignment records of that Office. While this practice is 
undoubtedly helpful to someone searching the records relating to a 
specific patent, it is not the type of publicity which would engender 
general interest in patents. 


D. The problem of listing patents in a manner that will be meaningful to 
prospective applicants 

Some final judgments in antitrust eases have made available for 
licensing literally thousands of patents. It is estimated, for example, 
that the recent judgment in the RCA case made available about 12,000. 
The IBM and Western Electric cases likewise required that large num- 
bers of patents be licensed. 

Normally, the patents available for licensing will be listed numeri- 
cally, and a brief identification will be given for each, corresponding 
to the title of the patent. This identification is not always sufficient 
to indicate the field of utilization of the patent, or the product to which 
it relates. It sometimes occurs, therefore, that a potential applicant, 
even with the decree before him, does not know specifically what pat- 
ents he has an interest in and cannot designate the particular patents 
under which he desires a license. 

An example of this arose in connection with the Libbey-Owens-Ford 
Glass Company case. There, one defendant prepared a document 
outlining the procedure to be followed in the event a prospective appli- 
cant requested information concerning licenses under the judgment, 
which listed several hundred patents. One paragraph of the docu- 
ment stated: 


No request will be deemed adequate if it refers merely to a 


product or process without identifying the patent or patents 
under which the license is desired. 


Subsequently, a prospective applicant, a manufacturer of metal 
products, wrote to the defendant, as follows: 


Several weeks ago your company forwarded to me a copy 
of the settlement between the U.S. Government and your- 
selves., As a layman, it is impossible for me to deter- 
mine which patent or patents would best be suited for my 
purpose. * * * 


A defendant required to license hundreds or thousands of patents 
and who insists, as he well might do under customary judgment 
language, that the applicant specify with particularity the patents he 
is interested in, can impose an unreasonable burden on small companies 
who are unfamiliar with the coverage of the patents. It does not seem 
reasonable to require a small company, interested in obtaining licenses 
to a few patents covering a limited product or process, to engage 
counsel or to utilize its own small staff to examine hundreds or thou- 
sands of patents in which it might have no interest. 


E. Problems of reciprocal licensing 


Along with the compulsory licensing provision in final judgments, 
there has developed the doctrine of reciprocal licensing (sometimes 
referred to as “grantbacks”). Briefly, this requires that a licensee, 
who obtains patents from a defendant under the licensing provisions 
of a decree, must agree to license his own patents to the defendant. 
One example of a decree provision allowing reciprocal licensing is 
found in United States v. Western Electrie Company, Inc. and American 
Telephone and Telegraph Company (Civil 17-49, D.NJ.). This 
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judgment, after designating the patents to be licensed by the defend- 
ants, states: 


* * * but upon condition that the applicant shall grant to 
defendants at reasonable royalties licenses to make, have 
made, use, lease, and sell such equipment useful in furnishing 
common carrier communications services and such machines, 
tools, and materials useful in manufacturing or operating any 
such equipment, as defendants may then designate in writ- 
ing, under all claims or any or all existing and future patents 
under which, and to the extent to which, the applicant or its 
associated companies may have the right to grant licenses.” 


Reciprocal licensing has been included not only in consent judg- 
ments, but also in judgments following litigation, as in National 
Lead and ICI. In those cases the court had found section 1 Sherman 
Act violations. In the Gypsum case, involving sections 1 and 2 
violations, the trial court without extended comment denied the 
defendants’ request to include reciprocal licensing. In the General 
Electric case, ss. after finding violations of sections 1 and 2, the 
trial court denied reciprocal licensing as to existing patents; but 
permitted it as to future patents, the latter in part because to deny it 
would have given an “‘unnecessary boon” to other defendants. The 
court’s comments in the GE case aid in highlighting some of the 
problems, pro and con, of reciprocal licensing: 


General Electric’s proposals contained a provision to the 
effect that a defendant need not grant a license under existing 
patents unless the applicant, upon request, agreed to license 
that defendant under any, some, or all of its patents. 
General Electric contended that absent such a provision 
other members of the industry would be able to develop 
while blocking General Electric’s development. It noted 
that Westinghouse and Corning, which have signed consent 
decrees, could demand patent licenses from General Electric, 
while the latter would be unable to compel them to 
reciprocate. It maintains that its position is supported 
by United States v. National Lead Co., supra, in which 
reciprocal patent licensing was ordered. 

Inasmuch as provision has been made for dedication 
of existing patents on lamps and lamp parts, this proposal 
is pertinent only to provisions as to the licensing of patents 
on lamp machinery. As to these I am inclined to agree with 
the assertion of the Government that provision for reciprocal 
licensing would tend to perpetuate the situation of industry 
dominance by General Electric which the decree is designed 
to end. For many years General Electric conducted the 
bulk of the research in the industry. In addition, it received 
cross licenses in whatever patents were held by its licensees. 
To attempt to dissipate the effect of the great advantage 
which accrued to General Electric primarily, but also to its 
former licensees, and which must necessarily project itself 
into the future even after the formal termination of the 


#8 There is a peculiar reason which favored the acceptance of such a provision in this particular case. The 
Bell Telephone Systems, operated by or affiliated with A.T. & T., are to some extent, at least, regulated 
monopolies and should have access to the latest developments, from whatever source, in order to provide 
the public with the most modern equipment. The judgment terms, allowing ‘“grantback’’ provisions 
is in aid of that objective. 
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illegal arrangements, it is advisable to require the defendants 
to license whatever machinery patents they have without 
possessing the correlative right to demand licenses in return. 
As a practical matter, prohibition against demandin 

reciprocal licensing upon the part of the defendants wi 

exclude the defendants only from the right to the develop- 
ments made by independent lamp producers and machinery 
manufacturers, for they are entitled under the judgment to 
demand licenses from each other. Were General Electric 
granted the right of reciprocity, since it would be the over- 
whelmingly largest source from which to demand licenses 
once again it would be in a position of being able to channe 
all developments through itself. Therefore, the proposal 
of General Electric for reciprocal licensing will be declined. 
Precedent for this refusal is found in United States v. United 
States Gypsum Co. (340 U.S. 76, 93-94 (1950)). 


* * * * * 


The Government would deny to General Electric as to 
future patents the right to condition its compliance with a 
request for patent licenses upon an applicant’s agreement to 
license General Electric under any, some, or all of its patents. 
Such a provision was not included as to existing patents, but 
as was noted, all the other defendants are subject to existing 
patent dedication requirements, and therefore no require- 
ment for reciprocity was necessary in order to permit any de- 
fendant to obtain licenses from any other defendant. As to 
future patents, however, unless a provision providing for 
reciprocity is included, all of the defendants other than Gen- 
eral Electric as well as independent producers will be able 
to acquire licenses from General Electric, but General Elec- 
tric will be unable to acquire licenses from them. This is 
an unnecessary boon to these other defendants. As a result 
of the provisions relating to dedication or licensing of exist- 
ing patents, both the defendants and the independent firms 
will be assured of access to the technical developments of 
General Electric up to the date of the decree, for which, in 
the case of the independents, they will not have to surrender 
any patent licenses of their own. While it is advisable to 
permit competitors to have access to General Electric patents 
developed within 5 years of this judgment, it would not seem 
necessary to prevent General Electric from asking for li- 
censes from an applicant in return. General Electric’s pro- 
posal that it be permitted to condition licensing of its patents 
upon receipt of a license or licenses from an applicant will, 
therefore, be accepted as to future patents. 


In the above excerpts the court referred to a consent judgment 
previously entered into by Westinghouse, another defendant in the 
case. In that judgment, dated April 10, 1942, Westinghouse was 
directed to issue licenses under its patents relating to lamps, lamp 
parts, or lamp machinery, royalty free, except that a reasonable 
royalty might be charged if the licensee did not agree reciprocally 
to license Westinghouse upon a royalty-free basis under any patents 
relating to lamps, lamp parts, or machinery owned or controlled by 
such licensee. 
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Thereafter, several licenses were issued under this judgment, for the 
most part to companies much smaller than Westinghouse. A license 
as to lamp machinery, for example, was issued to the Save Electric 
Corp. of Toledo, Ohio, the Dura Electric Lamp Co., Inc., Newark, 
N.J., the Herzog Miniature Lamp Works of Long Island City, New 
York, and the Jewel Incandescent Lamp Co. of, Hast Newark, N.J. 
Licenses were also issued with respect to incandescent and fluores- 
cent lamps to the Warren Lamp Co. of Warren, Pa., the Dura Elec- 
tric Lamp Co., Inc., and Sunray Electric, Inc., a Delaware corpora- 
tion. In each agreement which Westinghouse executed with the 
above companies, there appears a provision requiring reciprocal 
licensing. Most of these provisions state that the license is granted 
by the licensor (Westinghouse) subject to the condition that con- 
temporaneously with the agreement, the licensee reciprocally license 
Westinghouse under any patents or applications therefor owned or 
controlled by the licensee both on April 10, 1942 (the date of the 
judgment), and on the date the agreement was executed. The 
reciprocal licensing provision was limited to the product or products 
under which the licensee had obtained a license from Westinghouse. 

Thus, while each of the license¢s obtained the patents of Westing- 
house (and only those), Westinghouse on the other hand was eli- 
= to obtain patents from all the companies to which it gave a 
icense (if they had any patents). Each licensee could obtain the 
patents of other members of the industry only if it entered into a 
separate licensing arrangement with each company. 

The above comments are not intended to describe how the Westing- 
house consent judgment in fact operated. They are merely intended 
to indicate how a serious competitive situation might be perpetuated 
by reciprocal licensing, assuming the defendant is a dominant firm 
in its industry, as the court found would have been the case as to 
General Electric Co. 

In United States v. Aluminum Company of America (91 F. Supp. 333, 
409-410 (S.D.N.Y. 1950)), Judge Knox considered certain provisions 
in licensing agreements from Alcoa to Reynolds and Kaiser, which 
required the latter to grant Alcoa nonexclusive licenses on improve- 
ments. Judge Knox held that the grantback clauses were not con- 


sistent with the existence of effective competition in the aluminum 
industry, stating: 


With regard to this crucial technological matter, Alcoa, 
by virtue of the grantback, enjoys a marked advantage over 
its competitors. It will have exclusive control of its own 
improvements. It will also have free use of any improve- 
ments made by Reynolds or Kaiser, whereas, as between the 
latter two firms, only the inventing company will stand to 
benefit. Thus, the efforts of either Reynolds or Kaiser may 


serve to improve Alcoa’s position, and do harm to one of the 
other two concerns. 


The Antitrust Division has recently attempted to minimize the 
dangers lurking in reciprocal licensing, when the defendant is a domi- 
nant company, in the final judgment entered October 28, 1958, in 
United States v. Radio Corporation of America. (Civil 97-38 (S.D. 








Or aS s.”—Ct—™ 
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N.Y.).) After requiring reciprocal licensing of patents, the judgment 
provides: 


(v) An applicant shall be required to grant to RCA a 
license provided for in (i), (ii), or (iii) of this subsection (D) 
only under a patent (a) which is being licensed (or under 
which a license is being offered) to any manufacturer or user 
other than the applicant with respect to radio purpose ap- 
paratus of the same general character or kind as that for 
which a license from RCA is applied for or granted; or (6) the 
use of which by any other person than the applicant is being 
knowingly allowed or suffered in any way, ineluding by 
failure to assert such patent against any person infringing it, 
with respect to radio purpose apparatus of the same general 
character or kind as that for which a license from RCA is ap- 
plied for or granted; and (c) covering an invention which is 
being utilized by RCA with respect to radio purpose appara- 
tus of the same general character or kind as that for which a 
license from RCA is applied for or granted. 


However, these provisions only give assurance that the defendant, 
by virtue of reciprocal licensing, will not gain access to patents not 
available to other companies in the industry. The applicant for an 
RCA license is still made to surrender the privilege, otherwise implicit 
in his own patent rights, of excluding RCA from the practice of his 
invention, even if he licenses others. Such a right of exclusion is a 
traditional means by which a small enterprise is able to compete 
with a company holding a monopoly position. 

The judgment in the RCA case also contains provisions concerning 
a group of patents relating to color television. These provisions, 
which reflect a different approach to the problem of dissolving monop- 
oly power, are designed to dissipate RCA’s dominance in the color 
television field: 


(C) Notwithstanding the provisions of subsection (B) 
hereof, RCA is further ordered and directed to place the 
patents listed in exhibit A to this final judgment (and any and 
all domestic patents which RCA may own or control issuing 
on any invention the use of which is required in order to 
comply with the color television technical standards adopted 
by order of the Federal Communications Commission, pro- 
vided such invention is contained in a patent application filed 
in the U.S. Patent Office prior to the date of entry of this final 
judgment) in a color television patent pool which all persons 
engaged in the manufacture of radio purpose apparatus shall 
be free to join, without regard to whether such person has 
any patent, or has the right to license any patent, on condi- 
tion that such person also places in said pool, to the extent 
that it has the power to do so, such domestic patents appli- 
cable to color television apparatus as it may have the right 
to license issued on or before the date of entry of this final 
judgment (and any and all domestic patents which such 
person may acquire the right to license issuing on any in- 
vention the use of which is required in order to comply with the 
color television technical standards adopted by order of the 
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Federal Communications Commission, provided such in- 
vention is contained in a patent application filed in the U.S. 
Patent Office prior to the date of entry of this final judgment), 
all the patents placed in said pool to be licensed to all mem- 
bers of said pool royalty free, nonexclusively, and without 
restriction for the manufacture, use, lease, and sale of color 
television apparatus for the full unexpired term of such 
patents. 


Here RCA’s competitors are also compelled to surrender exclusive 
rights to gain access to RCA’s color television technology but the 
surrender is made to a pool which will make the patents available to 
all comers on a royalty-free basis. It may be doubted whether such 
a pool will increase competition within the color television field but it 
should at least end RCA’s monopoly control. On the other hand, in 
the radio field, the grant-back provisions tend to assure the continu- 
ance, rather than dissipation, of RCA’s patent dominance. 

The A.T. & T. decree, alluded to above, has been exhaustively 
analyzed in the report on consent decree program of the Department 
of Justice made by the Antitrust Subcommittee of the House of 
Representative’s Judiciary Committee. The criticisms made there 
will not be repeated here, but should be studied by anyone interested 
in the provisions discussed here. That decree illustrates the 
anomalous effects upon technological competition which may result 
when compulsory patent licensing relief is substituted for divestiture 
of more basic monopoly power, as a remedy for monopolization of an 
industry. 

The complaint in that case charged that the Western Electric Co. 
had acquired an illegal monopoly of the business of making and selling 
telephone equipment and supplies. This monopoly was alleged to 
have been acquired and maintained by a conspiracy between Western 
Electric and A.T. & T. A.T. & T. owned and controlled Western 
Electric. So long as such ownership and control continued there was. 
ample reason to suppose that Western Electric would continue to be 
the principal supplier of such equipment, as A.T. & T. was the prin- 
cipal anteltiet for such equipment. When a customer owns its prin- 
cipal supplier, competing suppliers may hardly expect to win that 
customer’s patronage by competitive efforts. The principal relief 
sought was therefore the separation of Western Electric from A.T. & T. 

The complaint asked for patent relief only as an accompaniment to 
this divorcement of Western Electric from A.T. & T. There was no 
claim that compulsory patent licensing would dissolve the alleged 
monopoly. Nothing in the complaint suggests that Western Electric 
had achieved or maintained its seesOtity By actually excluding others 
from the use of its patents. It had in fact pursued a general policy 
of licensing its patents to anyone who had patents in which Western 
Electric was interested, if he would license Western Electric under his 
patents. Western Electric was thus using its patent position for the 
purpose of gaining access to the technology of others rather than as a 
means of excluding others from its technology. 

Its very large patent portfolio had, however, an implied infringe- 
ment suit threat which was a substantial inducement to independent 
manufacturers of telephone equipment to cooperate rather than com- 
pete with Western Electric. One obvious way to end Western Elec- 
tric’s use of patents to protect its monopoly position would have been 
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to prohibit Western Electric from enforcing its patent rights against 
actual or potential telephone equipment competitors until such time 
as Western Electric’s monopoly position in that field had been dis- 
sipated. This was and is a legally sanctioned form of injunction, 
comparable to that used in prior Government decrees, and to the judi- 
cial refusal to enforce patent rights which occurs in private patent 
litigation, when the rights are found to have been misused.® 

The decree which was actually entered did not disturb the economic 
base of Western Electric’s monopoly power. It left intact the owner- 
ship and control of Western Electric by A.T. & T. Instead of dis- 
solving this tie the decree required the defendants to license all of their 
patents, most of them royalty free, but upon condition that the defend- 
ants could require grantbacks from the applicant. Since the defend- 
ants had always been more interested in acquiring patent rights than 
royalties, the net effect of the decree was to validate both the economic 
base of the Western Electric manufacturing monopoly and one of the 
patent licensing practices which it had used in aid of that monopoly. 

The adverse impact of such a decree upon the competitive benefits 
implicit in the patent system is plain. As Mr. Justice Douglas pointed 
out in his dissent on the National Lead case, supra, such grantback 
provisions— 


enable the large established companies to strengthen their 
dominant position. To get the benefit of the decree an inde- 
pendent must give up one of the few competitive advan- 


tages—the exclusive right to use such patents as he may 
possess. *° 


In any case Western Electric’s competitors could not hope to sell to 
A.T. & T. the kind of telephone equipment Western Electric was 
supplying. The only way in which these independents could compete 
with Western Electric for A.T. & T.’s business was to develop a pat- 
ented product that Western Electric could not make. Western 
Electric had precluded that kind of competition by using its tremen- 
dous portfolio of patents in the telephone equipment field to obtain 
patent licenses from any other manufacturer who had a product 

T. might want. Instead of stopping that practice this decree 
legalized it. 

A.T. & T., through the then head of the Bell Laboratories, publicly 
eee in 1939 while testifying before the Temporary National 

conomic Committee that: 


I don’t think that if you were to abolish the patent system 
tomorrow, or if you were to greatly circumscribe it by its 
fundamentals in some way—I am not talking about procedu- 
ral methods—it would make one iota of difference to the Bell 
System with regard to the work it did itself for the develop- 
ment of communication, because we do not do work for the 
sake of taking out patents. 


He was correct in his assumption that Western Electric’s monopoly 
position did not rest alone upon its patent rights. He was overlook- 
ing the fact, however, that telephone equipment patent rights in the 
hands of someone who might compete, rather than cooperate, with 

2° For a discussion of the development of the “‘misuse’’ doctrine, see the staff report of House Judiciary 


Subcommittee No. 5, 84th Cong., 2d sess., “Antitrust Problems in the Exploitation of Patents,’’ p. 23. 
%® U.S. v. National Lead Co., 332 U.S. 319, 369. 
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Western Electric were then and are now the only possible threat to 
the Western Electric monopoly. Yet this decree encourages cooper- 
ation rather than competition with Western Electric in the develop- 
ment and exploitation of patent rights in the telephone equipment 
field. In the words of a Western Electric official: 


The decree confirms the basic patent licensing policies we 
have been following, imposing some limitations on us but 
which we do not expect will seriously interfere with our abil- 
ity to get nonexclusive rights under the patents of other com- 
panies (p. 2668) .™ 


Horace P. Moulton, Esq., vice president and general counsel of 
A.T. & T., testified during the investigation referred to above that 
the following excerpt from an A.T. & T. document is an accurate 
statement of their licensing policy (p. 2659): 


OUTLINE OF BELL SYSTEM PATENT LICENSING POLICY 


It is the Bell System policy to make available upon reason- 
able terms to all who desire them nonexclusive licenses under 
its patents for any use. 

The major objective of this policy is to obtain nonexclusive 
licenses under the patents of our licensees in order that we 
may be free to design and manufacture the best possible 
equipment. 

* A * * * 


Our strong patent position has enabled the system to get 
valuable rights from our licensees royalty free in exchange for 
rights under Bell System patents with some royalty payments 
in most cases to balance out relative values. Royalty reve- 
nues are, however, relatively unimportant compared with the 
primary objective of freedom of design. 


That grantbacks were important to A.T. & T. even before the decree 
was entered is shown by the fact that out of 639 patent license agree- 
ments in existence at the date of the final judgment in the case, 352 
contained grantback provisions (p. 2664). The testimony also showed 
that, as of the beginning of May 1958, there were 147 postdecree 
patent license agreements. Of these agreements, 40 contained grant- 
back provisions. 

The following document, written by a responsible official of Western 
Electric further reflects the importance of patents to A.T. & T. and 


the attitude of the company with respect to obtaining patents from 
its licensees (p. 2668): 


CURRENT OPERATIONS UNDER THE DECREE 


The immediate effect of the requirement to grant royalty- 
free licenses under our present patents will be a loss of income 
to A.T. & T. of approximately $2 million annually. The 


gross income from royalties under U.S. patents was approxi- 
mately $5 million a year. 


41 Page references given are to hearings, ‘Consent Decree Program of the Department of Justice,”’ Anti- 
trust Subcommittee, Committee on the Judiciary, House of Representatives, 85th Cong., serial No. 9. 
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We have approximately 1,100 license agreements in force, 
including agreements under which we receive continuing non- 
exclusive patent rights which are with most of the important 
communication companies of the world. The decree does 
not affect these rights. The decree confirms the basis patent 
licensing policies we have been following, imposing some 
limitations on us but which we do not expect will seriously 
interfere with our ability to get nonexclusive rights under the 
patents of other companies. 

Our patent position will be rapidly reestablished. There 
are approximately 2,000 patent applications on file in the U.S. 
Patent Office, and we are continually adding to these applica- 
tions. We would expect that between 400 and 500 patents 
will issue to us each year, thus restoring our bargaining posi- 
tion in acquiring rights from others as well as our royalty 
income. 

We have received numerous inquiries since the decree re- 
—— licensing matters, for the most part-requesting patent 
ists and information on how to obtain licenses. These 
inquiries are being handled promptly. 

ereas we are required to furnish drawings and specifi- 
cations on equipment furnished by Western to the Bell 
System, we have received only a moderate number of re- 
quests. Our obligation, of course, does not require us to 
give manufacturing know-how or process or machinery 
information. 

March 15, 1956. 


It was thus established that, even before the judgment was entered, 
grantbacks were an essential part of the defendants’ licensing policy; 
and it was under this licensing policy that defendants maintained 
their dominant position. 

The hearings conducted by the House committee, referred to above, 
raised another aspect of reciprocal licensing that should receive serious 
consideration by the Department of Justice; namely, whether an 
antitrust defendant, as an incident to a reciprocal licensing provision, 
can obtain valuable competitive data from actual and potential 
competitors, and learn the intimate details of their operations and 
potentialities. If the answer should be in the affirmative, might this 
not result in perpetuating the dominant position of the antitrust 
defendant? ould this not give the defendant an advantage over 
other competitors who have not obtained such knowledge? 

The particular portion of the hearings which gives rise to the 
subcommittee’s concern is that, starting at page 2896, relating to a 
license agreement between A.T. & T. and Sylvania Electric Products, 
Inc. The transcript indicates that on March 30, 1956, Sylvania re- 
quested a license under Bell System patents required to be licensed 
under the consent judgment. A.T. & T. thereupon directed its 
attention to the question of grantbacks, as permitted in the judgment, 
and advised Sylvania that A.T. & T. contemplated requesting a 
license for various systems and = ments under Sylvania’s present 
and future patents. Sylvania asked what A.T. & T. had in mind, 
and was advised by an A.T. & T. official that (p. 2897): 


* * * until we know more about Sylvania’s research we are 
not in a position to list the equipments for which we desire 
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licenses under their patents. In order to know more about 
their research it would seem desirable to have*%our{top-level 
Bell Laboratories people make an appraisal of Sylvania’s 
research, and after some discussion it was agreed that Mr. 
Hultquist would discuss such an appraisal with Dr. Ellison 
who reports to Mr. Howard Richardson, vice president of 
engineering and research. Mr. Hultquist agreed to see 
what arrangements could be made for a visit to Dr. Ellison 
and will get in touch with Mr. Gosnell on the matter. 


Thus, it appears that before A.T. & T. could decide which Syl- 
vania patents it was interested in under the reciprocal Senang 
provisions of the judgment, ‘it would seem desirable” to have Be 
Laboratories make an appraisal of Sylvania’s research. As Mr. 
Moulton testified (p. 2898): 


There was a study of certain specified patents of Sylvania, 
and there was a reference to an impending study of Syl- 
vania’s research and development activities and invention 
potential, all of which are perfectly proper and necessary 
in order to arrive at an intelligent conclusion on the issue 
before us. 

Then there also was reference to the fact that it might be 
important to have an exhaustive study of Sylvania’s pat- 
ents. This is information you have got to get in order 
to act intelligently. 


Mr Moulton testified further, however, that it is not necessary for an 
applicant to subject itself to an appraisal by Bell Laboratories as a 
condition of getting a license, but it is generally in the applicant’s 
interest to do so because it will get credit for the values which its 
potential indicates it is entitled to. Mr. Moulton was asked how 
A.T. & T. would determine whether or not to ask for grant-backs 


if the applicant said ‘‘No” to an appraisal by Bell Laboratories. 
He replied (p. 2899): 


The simplest way in the world is to ask for a grant-back on 


everything. We are not inhibited, and we can just specify 
equipment ad nauseam. 


While the testimony above related specifically to Sylvania, an A.T. & T 
document, dated May 15, 1956, indicated that a number of other 


surveys and appraisals were under way or contemplated. This 
document states (p. 2910): 


In our discussion of April 30, concerning thefappraisal of 
future patent potential of companies with whom we are ne- 
gotiating cross license agreements, I handed you a memoran- 
dum outlining the thoughts we had on the type of informa- 
tion which would be helpful to us in proposing terms of agree- 
ments. We are now actively negotiating with a number of 
companies for whom we would like to have an appraisal made. 
As far as present patents are concerned, we have the infor- 
mation on these companies or are obtaining it from the 
Patent department. 

The appraisals for which we have pressing need are Gen- 
eral Electric Co., Hughes Aircraft, Sperry-Rand, and Syl- 
vania Electric Products Co. In the case of the first three 
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companies, your people have visited their laboratories and 
perhaps they have sufficient information to make the neces- 
sary appraisals. As further aid, I am attaching lists of the 
licenses to be exchanged with these companies in order that 
your or can be aware of the kinds of licenses proposed 
to be exchanged. 

In the case of Sylvania, this company has applied for a 
license under our royalty-free patents and we have informed 
them that we shall require a license in return under their 
present and future patents. It is our understanding that 
Sylvania’s development work is concentrated mainly in the 
component area such as vacuum tubes and semiconductors. 
We would ask that you verify this and give us the best in- 
formed opinion as to what components they are likely to have 
with inventions of interest to us. The Sylvania people have 
informed us that the person to contact is Dr. Bennett S. 
Ellerson, vice president, engineering and research. 


The subcommittee’s survey reflects another problem that has 
occasionally arisen in relation to reciprocal licensing. This problem 
relates to the “scope” of such licensing. Referring again to the judg- 
ment in Western Electric, the requirement that defendants license 
their patents to an ea is conditioned upon the applicant grant- 


ing to the defendants license— 


to make, have made, use, lease and sell such equipment 
useful in furnishing common carrier communications sery- 
ices and such machines, tools and materials useful in manu- 
facturing or operating any such equipment, as defendants 
may then designate in writing, under all claims of any or 
all existing and future patents under which, and to the ex- 
tent to which, the applicant or its associated companies may 
have the right to grant licenses. 


The question that this and similar provisions raises is whether 
an applicant, who wants a license from a defendant under one or a 
few patents relating to a specific item of equipment, shall be required, 
by virtue of reciprocal licensing provisions, to grant back licenses 
with respect to-other items of equipment in the broad field covered 
by the judgment. A prospective licensee of Western Electric specif- 
ically raised this question, as is indicated by an exchange of cor- 
respondence appearing in the record of the House hearings.” 

The question of “scope” apparently also arose at one point in 
connection with the judgment in United States v. Aluminum Company 
of America, Civil No. 18-31 (S.D. N.Y.). This case involved mag- 
nesium and magnesium products, and the question raised appears 
from the following statement made by an official of one of the 
defendant companies: 

The condition provided in articles V and VI of the consent 


decree also raises a curious matter for the aes reason: 
We are not obligated to license under either the fabrication 


atents or the production patents unless the prospective 
Grane is willing to grant us a royalty-free license under its 
patent property relating to the same subject matter as that 


% Letter of Mar. 19, 1956, from Stromberg-Oarlson to Western Electric and reply of Apr. 5, 1956, 
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for which the license was requested. The condition or 
proviso includes all of the prospective licensee’s patent 
property owned at the time of the entry of the decree. 
The present situation created by the request of Revere 
involves only a part of the fabrication patents owned by 
Alcoa at the time of the entry of the decree, and the licenses 
enclosed herewith go only to the subject matter involved in 
the request. Accordingly, in drafting the article which 
appears as article 2 in each of the enclosed drafts, it has been 
necessary to include a statement of subject matter, namely, 
“relating to the continuous casting of metal.” Does this 
satisfy the expression of ‘“‘a similar nght”’ that appears in the 
proviso forming a part of articles V and VI of the consent 
decree? 


It does not seem reasonable to require an applicant for a license 
under a judgment to license reciprocally all of his patents in a given 
field when he desires only patents of a more limited nature from a 
defendant. Even where reciprocal licensing is confined to a single 
field, the treatment of all the related patents of either the defendant or 
the prospective licensee as a single package, seems contrary to the 
principles announced by the third circuit court of appeals in the 
American Securit case, supra, page 32. 


VI. CONCLUSIONS AND RECOMMENDATIONS 


Based on information obtained in the subcommittee’s survey, it 


appears that most antitrust defendents have made a bona fide effort 
to comply with the letter and spirit of compulsory licensing provisions 
of decrees. Allowing for an occasional exception, requests for licenses 
and requests for information concerning available patents have been 
acknowledged promptly without any apparent attempt to delay the 
licensing of patents, confuse the applicant, or defeat the basic objec- 
tives of the particular decree. Initial differences of opinion between 
the applicants and patentees concerning the patents to be licensed, 
or the terms of the license, have in most cases been settled to the 
satisfaction of all parties. 

However, the more important question remains as to whether com- 
pulsory patent licensing relief, no matter how carefully administered, 
should have the prominent place in antitrust enforcement now as- 
signed to it by the Department of Justice. As this study shows com- 
pulsory licensing has proven effective in certain instances, and there 
will undoubtedly be proper occasions for the use of this type of relief 
in the future. But there are a large number of consent judgments in 
which it has apparently engendered few, if any, competitive benefits. 
These consent judgments, when viewed as a group, indicate that too 
much reliance may have been placed by the Department. upon com- 
pulsory licensing relief to restore illegally suppressed competition. 
Alternative forms of relief might have been explored more fully by 
negotiation or litigation. In some cases divestiture of patent or 
other property rights may have been the only effective alternative. 
In others a limited or qualified injunction against enforcement of 


misused patent sy may have been more appropriate patent relief 
than compulsory licensing. 
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In short, compulsory patent licensing relief, when negotiated by 
consent, without a prior specific judicial finding that it is appropriate 
relief in a particular case, may have created competitive disadvantages 
as well as benefits. When and if the Justice Department concludes 
that such relief is desirable, the following precautionary measures in 
negotiating and administering compulsory licensing decrees are 
recommended for its consideration. 


1. Greater aid by the Justice Department in royalty determination after 
entry of the decree 

The Justice Department’s present policy of refraining from partici- 
pating in negotiations between the detenilant-Reesiaek and applicant 
appears to be essential, but the Department should also be alert to 
prevent defendant-licensor’s frustration of the purpose and spirit of 
the decree by demanding too high a royalty or resorting to other 
dilatory tactics. Procedures should be considered which would keep 
it advised of defendant-applicant negotiations which do not result in 
licenses because of failure to agree upon a royalty rate. Presently, 
unsuccessful applicants may be reluctant to institute royalty pro- 
ety Thus, under existing procedures the Department may 
never learn about situations where license negotiations have failed 
because the royalty demanded was excessive. If the Department is 
persuaded that an excessive demand was made it should attempt to 
obtain a judicial declaration to that effect. 
2. Clarification of judgment provisions regarding patent applications 

Several cases have reflected confusion concerning the obligation of 
a defendant with respect to the licensing of patent applications. If 
the Department seeks relief concerning applications, the decree 
should clearly delineate the intent and the obligation of a defendant 
with respect thereto. In view of the requirement that all applications 
are normally maintained in secrecy consultation in this regard with 
the Patent Office would be desirable. While the secrecy requirements 
create problems with respect to licensing applications, the AEC is 
currently offering for license both patents and patent applications.” 
3. Meaningful grouping of patents available for licensing 

A simple numerical listing of large numbers of patents available 
for licensing may in some cases be an inadequate basis for selection of 
the particular patents in which an applicant has an interest. This 
might be particularly true when the applicant is a small company, or is 
not too familiar with the industry. In appropriate cases the Depart- 
ment should require defendants to group patents in a meaningful 
manner, or to respond to reasonable inquiries by an applicant for a 
designation of patents which relate to specific products or processes. 
4. More publicity should be given patents available for licensing 

One possible explanation for the lack of interest shown in available 
patents is that many who might be interested in obtaining licenses 
are not aware of the availability of the patents. It is recommended 
that attention be given to developing procedures which would make 
known on a broader basis the fact of the availability of patents for 
licensing. Section V—C of this report discusses specific suggestions. 


% AEC release IN23, Sept. 30, 1950, 
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5. Reciprocal licensing carefully restricted 


The Department ought not to accept judgment provisions which 
allow reciprocal licensing in any case of monopolization or technologi- 
cal dominance by a defendant already holding a large number of 
patents. In those instances where reciprocal licensing is allowed, 
extreme care should be exercised to restrict the scope of such licensing 
to assure that the defendant is not obtaining benefits on a broader 
baisis than it is giving, and that it is not obtaining patents from a li- 
censee which the latter is not willing to license to other members of 
the industry. Also, precautionary steps should be taken to prevent 
the defendant from gaining competitively significant information 
from competitors under the guise of determining under which patents 
it might desire a reciprocal license. 


6. Ascertainment of probable industry interest in compulsory patent 
licensing prior to entry of gudgment 

As suggested above, the large number of antitrust cases in which 
members of an industry apparently have no desire to obtain licenses 
under patents available for compulsory licensing indicates that the 
Department of Justice may be underestimating the importance of 
relief other than compulsory licensing in restoring competitive condi- 
tions; or, perhaps, the Department is not obtaining compulsory li- 
censing of the specific patents that are of interest to others in the in- 
dustry. These deficiencies, if applicable, might be remedied if the 
Department had the views of the affected members of the industry. 
It is recommended, therefore, that the Department of Justice consider 
altering its policy of conducting consent decree negotiations on a con- 
fidential basis, at least to the extent of ascertaining where compulsory 
licensing is contemplated, what, if any, companies desire licenses, 
and, if so, under what patents and related know-how. If a lack of 


interest is found, the Justice Department should then seek other forms 
of relief. 


7. Need for judicial or congressional guidance before using compulsory 
patent licensing to regulate illegal monopoly power 

Finally, where, as in the A.T. & T. case, an industry has been mo- 
nopolized by business practices and relationships which go beyond the 
possession or misuse of patents, the monopoly should be attacked as 
such. It is not sufficient in such cases to substitute compulsory 
licensing relief for relief which would dissolve the monoply. If the 
Department believes that such dissolution relief is needed to dissipate 
the monopoly but that a court will not grant it, the problem might 
well be brought to the attention of Congress. Before such a monopoly 
is immunized by decree, Soar. ar should be given an opportunity to 
y dealt 


decide whether the monopoly might be more appropriately 
with by legislative measures. 
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